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Preface 


I’iific is a real need for good textbooks for the Higher Secondary Schools; this 
is paiiicniarty so in the case of commerce subjects. Most of the textbooks in the market 
air tloH and lark this or that essential feature. They suffer from a lamentable lack of 
rlarity, of ease of expmiliont of careful grading of exercises and examples. They 
.ire uatiiraily of very little help to the students and of no use at all to tliose who want to 
Irarti the suhjert by tiicm.<!elvr.s. 

Aware of this need, I readily accepted the invitation of the National Council of 
Kduralioital Research and Training to act as the Chairman of the Commerce Panel set 
up to prepare model textbooks on commerce subjects for use in our Secondary Schools. 

The present book is one of the first fruits of the scheme. We were lucky in securing 
the services of the veteran Professor M. G. Shukla for this onerous task. He has brought 
in it his rich eximricnce and vast knowledge of accountancy gained over a period of 
iliirty years. 

The book is primarily planned to meet in full the needs of students preparing for 
the Higher Secondary Examination and otlier examinations of that standard. The book 
aims at clarity of exposition and simplicity of presentation. Though a textbook, it is 
practically meant to teach itself. Hence the range and variety of examples and their 
careful gradation. This wUl enable the students to move smoothly from the simple and the 
easy to the complex and the intricate. 

In the preparation of the book an attempt is made to achieve a Itarmonious synthesis 
of the American and British approaches to the subject. Each chapter is followed by graded 
cxerdses and objective tests. The subject is presented in a modulated and giaded manner 
to make the students’ progress smooth, easy and pleasant. Tire book may be used with 
profit even by a small business man who wants to design a systematic accounting for himself. 

Our thanks are due to all those who helped us. In particular we thank 
Shri T. S, Grewal for his substantial contribution in the writing of the text and Shri Sumer 
Chand Gupta for his assistance in its preparation. I am also thankful to my other colleagues 
on the Panel and the members of tlte workshop for their helpful suggestions. 

For Prof. Shukla the book has been a labour of Jove, I am sure the book will meet 
a real need. If it is widely read and wisely used, we shall feel amply rewarded. 

I will be failing in my duty if I do not express my gratitude to Smt. Muriel Wasi, 
the former Officer on Special Duty in*charge of textbooks and Shri P. N. Natu, Secretary 
of the National Council of Educational Research and Training for their support and 
cooperation wMch made my task as Chairman very easy. 
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K. T. Merqhamt 




CHAPTER I 


Introduction 


Scope and Nature of Book-keeping and Accountancy 

In Dickens’ David CopperJUld, Mr. Micawber observes that if one’s income is 
ao shillings and expenditure 20 shillings and six pence, the result would be unhappiness, 
but if the income is 20 shillings and expenditure is 19 shillings and six pence, happiness 
is the result. Individuals, in their personal life, always try to balance their income and 
expenditure. For example, if A gets a salary of Rs. 2.'50 per month, he tries to ensure that 
his total expenses on himself and his family do not exceed this Bgure. And, noi^mally, he 
docs not have to keep any record to know whether or not at a given moment he has any 
money left to spend. He can carry almost every detail in his head. 

But a business house or any other institution cannot depend on the memory of the 
proprietor or the employees. Employees can and do leave, taking their memory away with 
them. Proprietors, too, often change. Moreover, what has to be remembered is so 
voluminous that no person, howsoever gifted, caii possibly carry it all in his head, A written 
record is, therefore, absolutely necessary to enable any institution to work properly. The 
institution may be a charitable one, a school or a hospital, or it may be a business firm 
which is run to earn profits. In all cases, whatever happens should be recorded in a 
systematic manner. Events can be interpreted in monetary terms. Of course, this is not 
always possible-i^r example, if the man at the helm of affairs dies and is succeeded by 
someone else, it would be difficult to put a monetary value on tire char^je, although it 
is a very important change that has taken place JBut by and large we can work out the 
value of an event or a thing in terms of money, We buy a machine, we know the cost. We 
make sales, we know the amount to be received, Wc engage more workers, we know the 
wages to be paid to them. This is very convenient because everything can be expressed 
in common terms and everything can thus be compared. 

DErmiTioN: A syslmalic record in mtulary terms oj whatever happens in a Jim or 
anif other etonmk ft known as accounting or book'-keepkg and aecounlanejf. One of the 
dictionaries defines book-keeping as '*the art of keeping accounts in a regular and 
systematic manaw”. The tijnn “Book-keeping” is now giving way to “Accoin^^’'* 
or “Acc<)iuntiincy”i ■ , U,' *'*’'' ' 




2 


ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


It can be seen from the above that what is to be rccorfled arc hit? or 

small. Thus the purchase of buildings for say Rs. 13,00,000 anti the purch.iw of a pritdl 
for 15 paise have both to be recorded. Similarly, the payment of salary nnunmliiij? to, 
say, Rs. 3,000 to the manager and payment of wages for two days to a casual labourer 
have both to be put down in the books. In an event, the firm is usually involved with an 
outsider as in the case of purchase and sale of things or of rendering service to t'lr getting 
service from someone. Such events are called transactions. Mostly, it will Ite transaction* 
that are reeprded. Bu$ even, if no outsider is involved’, as in case of loss, tine to an rarthfptakr 
or wear ana tear of machines, there must still be a proper record. 

The record must obviously haveanobjectivc. Basically, the objective of .ir.romttiiig 
is: (a) to show the results of the activity in a given period, i.e., to show lutw nntrh {Uoiit 
has been earned (or loss incurred) by a firm, and {b) to indicate the finainJal p*istslif»n 
of the firm at the end of the year, t.e., to show how much the value * d the firms (m^sr^sion,, 
is and how much is owing to others. In the case of non-trading institutiom like clubs, 
schools or hospitals, also, the objective of accounting really is to show whctlier or in»t the 
income (by way of subscriptions, fees, etc.) has been sufficient to mm the <lay to tl.iy 
expenses and to show what the institution possesses and what it owes. shouhl therefore 
extend the definition of accounting to include its basic objective. A proper definition should 
be: a systematic and regular record of transaotions affecting a firm or m inslitutien tcilh a tieti’ 
obtaining a clear picture of the results of activities undertaken in a certain period and of thefnmml 
state of affairs at the end of the period. 

Need and Objectives 

We have mentioned above the main objective of accounting, giving a clear 
picture of the financial state of affairs and of financial results. No doubt, if an accountancy 
system cannot do this, It is useless. But if this were the only objective, elaborate rrcords, 
such as are commonly found these days, would not be necessary. Nowadays accountancy 
is made to serve many ends. Since an accountant has to record all that happens in a ftrni, 
it is not difiicult for him to play a role much bigger than merely that of a recorder ot clerk. 
He is in a position to help the management in many ways, which arc discussed txsiow: 

(o) Forecasting These days firms like to forecast exactly what is likely to happen 
the following year so as to be prepared for it. For instance, firms try to find out 
how much sales are likely to be effected next year and, therefore, what quantity 
of goods will have to be produced and what expenditure incutTcd. Accountants 
are in a very good position to help the management in making these forecwia 
and in giving monetary interpretations of vrhat is expected to happen. This 
activity is also called making budgets, 

(6) Control A firm is naturally interested in keeping losses, wastages and tneffici- 
encies in check. The only way to achieve this is to fix targets for eaek 
1 individual ot department and then to check the actual performance against 

the target. For example, it may be that for producing an article the time spent 

' , i, . should be ten hours. To ensure effidency one must find out whether the actual 

f- ' 
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time spent is ten hours or more or less. Both in the determination of the target 
and in the measuring of performance, accountants play an important role. 

(e) Making Decisions Management has to make many decisions. For cxample> 
should machinery replace laboiu-? What should be the price quoted for supply 
to the Government? How much reduction should be made in the price to sell 
in a foreign country ? The decision in each case must be a careful one since a 
wrong decision will do much damage. Without proper information such deci¬ 
sions cannot be made. Accountancy should be. in a position to supply the 
required information. 

(d) Measurement of Efficiency Accountancy has developed tools to measure the 
efficiency of a firm in particular fields, as well as generally. Managements 
are thus enabled to know where they stand. Since the causes of inefficiency 
are revealed it is possible to take corrective action. 

(<) Detteloping Managers Firms need experts in various departments—sales, 
production, etc. But they also need men who are able to take an overall view of 
the firm as a whole because the decisions that are taken should not favour 
sales against production requirements and vice versa, A decision has to be 
balanced. Men who do accounts work have to deal with information relating to 
all problems—sales, production, finance, personnel, etc. Accountants therefore 
often reach the top positions and work efficiently as managers. 

(/) Taxation Firms have to pay a number of taxes these days, two prominent 
examples being the Income Tax and Sales Tax. Proper records help to ensure 
that a firm will be called upon to pay only the correct amount by way of taxes. 
Improper records may mean unnecessarily high taxes. 

{g) Loan Applications, etc. Often a firm has to raise loans from a bank or other 
similar institution. Shares have often to be issued by companies. Those who 
have money to invest in the shares or to lend to the firm will naturally like to 
know whether or not they can expect regular payment of the interest (or 
dividend) and whether the investment will be safe. Such information cannot be 
provided in the absence of proper records. 

Simple Illustrations (to show up objectives) 

As stated earlier, one of the objectives of accounting is to enable a firm, at the end of 
each year, to know how much profit it ha.s earned. Tim can be done by deducting from the 
sales all the amount spent and lost on making the sales (such as the amount paid to suppliers 
of goods and towards wages, rent, salaries, postage, etc.). One may put down all this 
information thus; 

^tstemeoit of Profit and Los* for 196i 


Rs. Rs. 

Sales made during the year 1,30,000 

Less; Goods purchased .. .. .. 1,00,000 

Less cost ofgoods still unsold at tlie end ofthe year .. 15,000 • 83,000 

Gross Profit (dilTereace between sale price and cost of goods sold) 65,000 
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Statement of Profit and Loea for fSM (Contfi. } . 


38.?i0r» 


TIic statement above is simple in character but it gives in cawtifc ihc mtf nt 
information that is required to ascertain profit or loss. This inforinatiun. liowcvci 
usually presented in a different form. Tlic statement is dmdetl into two sides - the right- 
hand side shows total income (by way of sale pioceeds or otherwise} and the lefi-lmnd 
side shows the amount spent on goods and expenses. 1 he i ight-hand sitle is UMially Inggei 
than the total of the figures on the left-hand side, showing excess of income over expeiiwv 
that is, profit. If the total of the left-hand side exceeds the total of the righi-lunr! Mfle, 
there is loss. The statement is divided into two parts. One pan eompare.s sale* and «wt oS 
goods sold and shows gross profit. The other starts with the gros.s profit nit the right-hand 
side and then expenses are put on. the left-hand side. This part shows up net profit or 
net loss. Such a statement is called Profit and laiss Account and is shown below, iidng itw 


figures given ibove. 

Pxofit and Lom Account 


Goods purchased. 

Less cost of goods unsold .. .. 

- ^ 

1,00,000 

19,000 


- nr- 

i.sn.non 

Gross Profit earned .. ., 

83,000 

65,000 



Jt 

1,50,000 


1,50,^ 

E^roenses:— 
wages and salaries 

Rent .. . 

Postage, telegrams, etc. 

Interest paid . 

Other Owenses. 

19,000 

9,000 

1,500 

6,000 

5,000 

Gkms Profit . 


Total.. 

NetPrafit. 

36.500 

28.500 

if 


> 

65,000 

ift 

65,000 


/ 'The Other mtun objective of accounting is to show the finaneiai ataie of afralr* 


‘ of’the finff. The statement showing this is called the Balance Sheet. TItis u Again divided 
into two sides. The left-hand side shows M^hat the firm owes to the outnders and (o the 
proprietors in their private capacity. The right-hand side gives the assets and property 
of die firm. The two sides must necessarily total up to the same figure. 'ITic right-tiand 
side ^ 01 ^ what the firm possesses and the left-hand side shows who provided the necessary 
, 'funds dr, in other words, parties who have da&ns over the assets. 

V i..' f , f'‘ 


Less: Expenses incurred : Wrmighl furwatrl 

Wages and salaries 

Rent . 

Postage, telemnu!, etc.. 

Interest paid . 

Other expenses 

Net Profit (difference between total sale proceeds and total cxpmditiirr 
on goods and expenses) . 


K* 

U,O0(t 

»>,ono 
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This can be stated in a difl'erent way. What the firm owes to the proprietor is 
only what is left after setting aside the amount due to others. The total value of the assets 
of a firm is Rs, 45,000. It oss^es Rs. 15,000 to odicrs. The proprietor cannot claim more than 
Rs. 30,000, ».«. Rs. 45,000 less Rs. 15,000. If the proprietor introduced Rs. 35,000 and he 
finds now that there arc only Rs. 30,000 for him, it means that the firm has lost Rs. 5,000. 
If, on the other hand, he started the firm with Rs. 20,000 and finds now that the firm is 
worth Rs. 30,000 to him it means that the fimv has earned a profit of Rs. 10,000 (which 
naturally belongs to him). But whatever the original sum with which he started the firm, 
his claim will be only Rs. 30,000 if assets total uplo Rs. 45,000 and his liabilities (what he 
owes to others) to Rs. 15,000. In other words, iht proprietor's claim on the firm or his capital 
will always be equal to assets minus liabilities. We may illustrate this by taking the example 
of another firm and showing what happens to the financial position on various transactions, 

(1) Seth starts a firm with a capital of Rs. 60,000 and deposits the money with a 
bank. 


Balance Sheet 


Rs. 


Seth's Capital 


(C0,000 


Cash at Bank 


Rs. 

00,000 


(2) Seth purchases furniture for Rs. 5,000 and goods for Rs. 40,000 and pays for 
them by cheque. Tliis means that the balance at bank is reduced but the firm 
acquires furniture and slock of goods. 

The Balance Sheet is.' 


Rs. 

Seth’s Capital . 60,000 

r.iabidties to outsiders . nil 

K*. 

Cash at Bank 15.000 

1 Furniture ' . 5,000 

Stock of goods . 40,000 

Total .. 60,000 

j Total .. V 60,000 

(3) Seth purchases goods on credit from M/s, Shah & Go, for Rs. 20,000. This 
means that the stock of goods increases accompanied by a promise to pay 
M/s. Shah & Go. The Balance Sheet now appears as under; 

Rs. 

Seth’s Capital .. .. 60,000 

Liability to Shah & Co . 20,OW 

Ea. 

Cash at Bank . 15,000 

FunUture .. .. ,. .. 5,000 

Stock of goods .. .. 60,000 

Tottl 80,000 

Total ,. 80,000 

- 

f. ‘tiLimr -mr- 


(4) Seth sells goods to M/s. Swamy & Co., onwedit for Rs. 30,000. 'nifi cost of toC;' 
goods sold is Rs. 25,000. Seth makes a profit of ^. ,5,000. 
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down by Rs, 25,000 and there is a sum owing fioni M/s. Sivniny i.V <:i>. 
The Balance Sheet now stands as fiillows;__ 


Un. 1 Kn. 

Seth’s Capital . G'j.OOO J Cash at Bank ... . 1 j.fiM 

(60,000 plus 5,000 profit) .j Kuniiiure. . 'i,W 

Liability to Shah & Co. ‘.10,000 1, Stock of suotls .. .. 

‘I (60,000 mums 23,0tK)> 

! Sum owing by Swamy & t'n ,10.000 

Total .. «5,0(K» ' 'I’filal ■ 65,000 


(5) Swaray & Co. pays Rs. 20,000 by chctiuc. A cheque lor Rs. 12,000 is wni m 
Shah & Go. This means that (i) Casli at Bank i.s increased It* K'v. 2.i,(lKKh 
i.e. Rs. 15,000 plus Rs. 20,000 minus Rs. 12,000. (ii) Liability lt*S]tah & Co., 
has been reduced by Rs. 12,000 to Rs. 0,000 aivd Swamy & (!ti., now tnves only 
Rs. 10,000, The Balance Sheet is now changed to: 


Seth's Capital 
Liability to Shah & Co. 


Rs. 

65,000 

8,000 


I Cash at Hank 
I Furniture .. 

[ Stock Ilf giKids 

i Simi owing from Swamy & t '*), 


K* 

‘i.MFJ 

10,w 


Total .. 73,000 


'low! ., 73.(i0« 


The student will have noted that at every stage the total oJ’ a5.sel,s rquah that of 
liabilities and capital. In other words, capital is always equal to a-utets iniiuis liabilities. 
In fact some people prefer to show up this by preparing the Balance Sheet ntn in the ftirm 
given above but in the ordinary statement form—first putting tiowii th<‘ itittew and then 
deducting liabilities therefrom. We show the figures in case (5) above in this way: 


Assets Rt. 

Cash at Bank . ., 23,000 

Furniture 3,tXX) 

Stock of goods . 35,000 

Sum owing by Swaray & Co. . 10,000 


Total Assets ., 

Less amount due to Shah & Co. 


Seth's Capital.. 


73,000 

8,000 


05,000 


' " - ---- ■- ■ ■ ■ - _ ._ 

All firms keep a record of cash receipts and cash payments, Casit rcceipis are entereiji 
on the ^pft-hand side and payments on the right-hand side, as shown below: 

__ Mr. Rich in Account with the Bsnk of ImUs Ltd., Delhi 


Date 


Particulars 


1964 

Jan. 

I> 

11 

11 

> » 


5 

S 

10 

15 

20 


Cash di^osited 

Cheque favouring Mr. Poor No, 
Cheque favouring self 
Cash deposited 
Cheque—D, P, School No. 


Wiihdiawn j 

Dtpasxltd 

«r 

■ ; 

1 

" Hi/ 


1 

1 

200 ! 
300 ; 

1 

l,t*00 

C.V. 

800 

, Cr. 
Cr. 
Cr. 

1.50 « 

Ir 

i 

1 




i' 

i 

if 


Patmet 

htiOO 

1,400 

MOD 

1«KK) 

1.750 
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The above shows that Rs. 2,400 in all was deposited by Mr. Rich at the Bank of 
India Ltd., Delhi, and that Rs. 650 was paid by the Bank on behalf of Mr. Rich who now 
has Rs. 1,750 at the Bank. Mr. Rich will probably keep track of his dealings with the 
Bank in the following way: 


Bank of India Ltd., DoUii 


DaH 

Partuukn 

Amount 

Rs. 

Date 

Partiadan 

Amount 

Rs. 

1964 

Jan. 5 
.. 15 

Cash deposited 

Cash deposited 

1,600 

800 

1964 

Tan. 8 
.. 10 

„ 20 

Cheques issued to; Mr. Poor 
Self 

D. F. School 

Total 

Balance at Bank 
(2,400—650) 

200 

300 

ISO 

iso” 

1,750 




A firm must keep account of all cash receipts and cash payments. The account will 
look similar to the one given above—put cash receipts on the left-hand side and cash 
payments on the right-hand side, as shown below; 


Cash Account 


Dato 


Rtceipb 

Amount 

Rs. 

Datt 


Payments 

Amount 

Rs. 

1964 

Feb, 

I 

From Proprietor 

m 

1964 

Feb. 

2 

. Paid for goods 



8 

Cash against sale of goods 


>9 

3 

Paid for furniture 



9 

Investments sold ' 

HMJ 


6 

Paid to Mohan 

2,000 

t9 

12 

Old boxes sold 

mgi 

■» 

10 

Paid rent 

400 



Total 

7,800 



Total 

Balance 

(7,800 less 4,500) 

4,500 

3,300 


The account relating to goods is similar—^receipts of goods arc put on the leTt-hand 
side and issues of goods are put on the right-hand side, thus; 


Goods Account 


Dale 

Receipts 

Amount 

Rs. 

DaU 

Issws 

Amount 

Rs. 

B'6i 



1964 



Mot. 3 

Purchased from Akbar 

1,600 

Mar. 4 

Sold to Rao 

900 




„ 16 

Sold for Cash 

600 

.. 14 

Purchased for Cash 

1,100 

» 18 

Sold to Seth 

1,SU0 




20 

Sold for Cash 

700 

1, 25 

Purchased from 


.1 31 

Stock of goods still on hand* 



Slienoy 

1,900 


(say) 

2,000 


Total 

4,600 





Profit (5,700 less 4,600) 

1,100 


Total' 

5,700 


* Ascertained by actual counting of goods. 
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We must also keep account of sums owing to nlhns and sums owed bv iiihris. 
This is done by noting all dealings with a penton in on<; place ilwee in his Tivour on the 
right-hand side and those against him on the lelc-Imnd side. The ai t otmi *»( the H.uik 
India Ltd,, Delhi, given on the previous page i.s an illnstration. 1 lerr is .uiotlin 

Mohtu's Account 


Date 

Pariicutars 

1 Ainowil 
j Rs. 

jj Jkite 


/'ill/UtttlH- 

,1 Rs 

1964 



1964 




Mar, 6 

Goods sold to him on credit 

1,200 

Mat. 

•j 

tiiHids [ciuruml hy hint 

)Wi 

» IS 

Goods sold to him on credit 

900 

• 1 

10 

[ Cheque rtreived frorri hiio 

(tfxt 




1 •• 

20 

1 Cash rpt'eivrtl 

ton 


Total 1 

1 2,100 1 

i 


Itiial 




' 



1 Italonce siill ilur Iruin hiiu 



1 

\ ' 

1 1 

1 

j 

i r^.lOOlc-u l.HKi; 



1 


1 




Meaning of Important Terms 

We give below the meanings or the definitions of tltc imjjiwunt terms whtt li will he 
repeatedly used In this book and which, in fact, are the everyday language rvl arcotmtaiits ■ 

(i) Transaction means transfer of money or money's worth from tuie perwui m 
party to another. Examples: Tlie piucha.se of a pencil, purchase of gmuh. 
payment of money, engagement of a clerk. 

(ii) Account (A/o in its abbreviated form) means a stawtnent (KTiaimng 
to a person or any other item for a particular period of time seltiiig mil ail 
the trawactions relating to the person or the item concerned. Examples have 
been given on the previous pages. 

Accounts relating to persons are called pmoml aceounli, such .\klitU'''s 
Account, Account of tlie Delhi Cloth Mills, etc. Otlter accounts, t.r. those* 
not relating to persons, are called imptrsonal aecowils like Goods Account, 
Furniture Account, Rent Account, etc. Some of the impersonal accounts relair 
to properties or things that cwi be converted into cash if so desirwi 
Machinery Account). Such accounts-are called real aecomU. Other impcntonal 
accounts indicate money spent or lost, or income. Such acebunts are called 
nominal accounts. The following chart illustrates the various types of accounts: 


Fersoiiftl 


Accounts 

_JL___ 

Impemnnl 





(Bu^) iww. iSrK 

■(lii) ^^DiTuftB nieanseithcractualspendingofmoneyoranobligaiiontopayii, 

, .In other ^ds, cash is actually paid out (either out of hand or out of bank) 
|,i, .Of If a definite obligation has been incurred involving future payments of cash. 
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it is expenditure. If, for example, machinery has been purchased, expcttditiire 
has been incurred even if actual payment for it will be made later. 

(iv) Expense means that expenditure whose benefit is enjoyed aiidfinished quickly, 
say, within the year. Rent is an c.xample. One enjoys use of premises only for the 
period for which rent has been paid. Similarly, sm employee works only so long 
as he is paid his salary. Expense is also called revenue e,xpeuditure. 

(v) Loss Strictly speaking lo.ss means money (or money's worth) given up (mostly 
without intention) without any corresponding benefit. Examples: loss due to 
fire or damages paid for some wrong done, etc. But quite often people talk of 
lo.sses and expenses without distinction. 

fv!) Asset is that expenditure which brings to the firm some property or advantage 
of a lasting nature, for instance, money spent on acquiring land or buildings 
or patents (the right to use a particular process for making goods) or copyrights 
(the right to publish a book). A characteristic of assets is that they can be 
converted into cash again. If one buys a machine today, one can sell it later. 
Of course, it is not at all likely that one will get the same amount of money 
as one spent originally. * 

(vii) Receipt is money realized or its equivalent. Someone buys furniture from the 
firm and pays cash immediately; someone else also buys furniture but promises 
to pay one month later. Both should be treated as receipts. 

Receipts may be of two types; 

(a) Capital receipt is one which is realized by giving up an asset (except goods 
dealt in) or by incurring an obligation to repay the amoiuit later. Money 
realized by sale of buildings or by taking a loan are capital receipts. 

(b) Revenue receipt is one which one receives by sales of goods or by rendering 
service. There is no obligation to repay the amount. Revenue receipts are 
income', by deducting the cost of goods (dealt in) and expenses and losses 
from it, one arrives at the profit earned. 

EXERCISE I , 

1. What do we mean by ‘Book-keeping and Accountancy’ ? Why do we 
study it and what are its main objectives? 

2. Describe the various purposes for which accounting information may be 
used by a business firm. 

3. What is meant by a transaction? State which of the following transactions 
will be entered in the books of Harl Shanker, a cloth merchant; 

(i) He buys cloth, 

(ii) He receives a gift on his birthday. 

(iii) He sells cloth to one of his customers, 

(iv) He gives alms to a beggar. 

(v) He buys furniture for office use, 

(vi) He sells his old office clock, 

(vii) He buys a, tricycle for his son out of his office funds. 

* The distinction between different asaets has been elaborated in Chapter iX. 
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(viii) He pays salary to his clerk. 

(ix) He gets rent from the tenant of his private house. 

, (x) He pays salary to his cook out of his private funds. 

4. What do you understand by the term ‘ Account' ? Classify tlie follotving 
into personal, real and nominal accounts : 

(i) Account of Narendra, a customer. 

(ii) Buildings Account, 

(iil) Rent Account. 

(iv) Salary Account. 

(v) Machinery Account. 

(vi) Account of T.P.S. Iyengar, a supplier. 

(vii) Gash Account. 

(viii) Capital Account (Account of the proprietor). 

(ix) Goodwill Account. 

(x) Interest Account. 

(xi) Bank Current Account. 

(xii) Furniture Account. 

(xiii) Stationery Account. 

(xiv) Freight Account. 

(xv) Bank Loan Account 

5. What is the difference between a capital receipt and a revenue receipt ? 
Indicate the nature of each of the following receipts of the Uadabhoy Furniture Mart; 

(a) Receipt from G, Ghakravarty for cash sales of a sofa set made by him 
Rs. 500. 

(i) Interest for the month received from Abraham, a borrower, Rs. 125. 

(c) Sale proceeds of old car of the concern, Rs. 5,000. 

(d) Rs. 216, a receipt from Jagjiwan Ram for goods in trade sold to him. 

(e) A receipt of Rs. 23,000 from Muran Lai for the contract price ufgodown 
sold to him. 

(/) Rent received from the tenant, Rs. 250. 

6. Distinguish between sale of goods and rendering of service. Which of the 
following businesses earn their income by rendering service? 

(i) A transport company. 

(ii) A doth merchant. 

(iii) A firm producing radio sets. 

(iv) A printing press, 

(v) A cinema, 

(vi) A restaurant. 

(^11) A firm making stationery. 

(viii) An automobile workshop. 

(ix) A retailer. 

(x) A tailor. 



CHAPTER II 


The Double Entry System and its Significance 


Dual Aspect of every Transaction 

Wc have seen that Book-keeping means a proper record of every transaction. 
A firm usually keeps a Waste Book where all transactioas are entered as and when they 
occur. The following may be a small portion of a page book: 


1964 

November 2 Bought goods of M/s Ram & Co. on credit Rs. 300 

Novembers Paid rent for October, 19G4 Rj. 250 

Sold goods to M/s Mohan Bros, on credit for one montli Sj. 450 

November 4 Bought goods for cash Rs. ISO 

November 5 Sold goods for cash Rj. 100 


Some firms may not keep a Waste Book as such but may keep the relevant papers 
properly filed and in order. One may note that in respect of every transaction with out* 
siders there will be same paper connected with it indicating the nature of the transaction 
and the amount involved. For instance, when we purchase stationery for cash, wc get a 
cash memo showing the date, tire item bought, the quantity and the amount. The cash memo 
is likely to be signed by the shop assistant on behalf of the proprietor. Similarly, when 
cartage of Rs. 5 is paid the cart owner will give a receipt for this amount indicating why 
he has received it. The cash memo in the first instance and the receipt in the secoird instance 
are called vouchers. A good firm will always keep the vouchers properly filed so that they 
can he referred to whenever required. 

The student will have noticed oire important characteristic of the transactions 
mentioned above. Each transaction has a double aspect. For instance, on November 2, 
goods were purchased from M/s Ram and Co,, for Rs. 300. It means that our stock of 
goods has increased by this figure and at the same time an obligation to pay Rs. 300 to 
M/s Ram and Co., has arisen. On the next day, November 3, a rent of Rs. 250 has been 
paid to the landlord, In this case, the amount of cash tn hand has gone down and the 
obligation towards the landlord in respect of rent has been discharged so that the landlord 
will not be able to come and again claim the rent for October, 1964'. (Of course, he will 
certainly claim the rent for future montlisl) On the same date, goods have been sold to 
M/s Mohan Bros, for Rs. 450. This means that our stock of goo^ has been reduced by 
this amount (although this raises tire question of profit, to be discussed later) and in return 
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M/s Mohan Bros, have undertaken an obligation to pay us the amount On the nest day. 
goods have been purchased for cash for Rs. 150. The student ran easily see that the c.tsh 
in hand has been reduced and the stock of goods increascfl by tliis figure 1 he reverse hits 
happened because of the transaction on November 5. 

From these examples, one can easily see that there cannot he any traiisaciinn which 
does not have two aspects. If wo purchase .something our stock of that thing will go up and 
either the cash in hand will go down or our promise or obligation to p:iy the amount at ii 
later date will arise, so that we will now owe a larger sum tti outsiders. In the same way, if 
jjjnrnf^thing has been sold, it means that our stock of that thing has gone down, accompanied 
by either an increase in the cash in hand or an increase in the amounts which other 
people owe to us. If A who owes us Rs. 350 pays us the amount, the cash in hand goes up, 
but at the same time, the obligation from A has been discharged so that no araounl will 
now be receivable from A. The total amount due from debtors will be reduced. It is 
essential to note the important fact that all transactions have a double aspect. A proper 
system of accounting will record both the aspects of the transaction and from this im[K>rUiit 
principle the main system of accounting, namely, the double entry sy.slem ha.s arisen. 

The double entry system merely means that both the aspccis of all traiisactiuus, lu 
fact all events, concerning a Brm or an institutioit, are recorded. If this h not done (hr 
system of accounting will be faulty and the information will not Ijc reliable. Suppose 
goods are sold on credit to M/s Ramamurti & Sons. Suppose further, the system of acr.oun t • 
ing is such that the amount is recorded only in the account of the customer ami there is 
np record as to the sales made. In a case like this, one would not know the amouni of sales 
. effected by the firm. Similarly, if 12 chairs are purchased from a furniture dealer on credit 
and the transaction is reePrded only in the account of the dealer, we would certainty know 
how much money is due to him but we cannot remember later what was the value of 
furniture purchased and how many chairs were purchased. Money w paid am to clerks 
as salaries or for the purchase of stationery or for other expenses. It is nece»ary not only 
to record payments but also to record why those payments have been made, in such a 
manner that immediate information vs available for the various expenses incurred. From 
this it follows tliat a transaction must be recorded in both its aspects and not only in one of 
ihe aspects .supposed to be more important. 

Concept of Debit and Credit 

Accountants always talk in terms of debit and credit, and the student must always 
be clear as to what these two terms mean. Before we give the technical meaning of debit 
, and credit, let us see what it means in ordinary language. Suppose two friends A and B go 
, to see a f 9 ,otball match and A pays for both of them. In ordinary language it would mean 
thit B lias bcicn placed under an obligation or a debt and A has done a creditable thing 
in payiftjg not only for himself but also for B. In respect of persons, debit means debts 
, lindjwted dr obligations incurred by the persons concerned, just as in this case B has in- 

^ obligation towards A. The creditable act of A will be written m his Ikvour and 
, ilbis'iS'what is meant by crediting A, so that when a person has been credited itmeans 
ithat'an obligation has been received from him in return for which either Cash vriH have to 
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be paid or some other benefit given. To continue our example, suppose in the next match 
B pays for both of the tickets, one would say that this time A is under a debt and B has 
given the benefit and is, therefore, entitled to be given a credit. This time A will bet debited 
and B will be credited. In case of transactions with persttns, one can safely say that 
their accounts be debited if they should receive benefit in the form of goods supplied to 
them, or services rendered to them. In other words, their accounts should be debited in 
respect of amounts which become due from them. Thus, if Shah & Go., receive goods on 
fTcdit or if they promise to pay us interest for late payment, their account will be debited. 
Persons from whom benefits are received in the shape of goods purchased from them on 
credit or services rendered by them without immediate payment or to whom we promise to 
pay a sum of money, say, by way of damages, will be credited. The above rule is summarized 
by saying ‘ debit the receiver, credit the giver 

One may note here that techmSly speaking, the left-hand side of an account is 
called the debit side and the right-hand side is known as the credit side. Benefits received 
by a person will be written on the left-hand side of his account, benefits given by him 
will be written on the right-hand side. One may, therefore, say that when we debit a 
person wc should write the amount on the left-hand side and when wc want to credit 
him wc should put down the amount on the right-hand side. Wc give belovr some 
illustrations of this: 

Two parties are involved and we show their accounts after each transaction to 
illustrate how the position of an account change.^. (Additional entry for each transaction 
is in italics). 

I (a) Seth purchases cloth on credit for Rs. 600. Seth receives the goods. Hence 
his account is debited. 

Debit ' Seth Credit 

ClotHToltilo Kin .lla. dOS ~ 

(b) Seth now pays Rs, 600, Since the amount is received from him, his account 
is to be credited. The account is now changed as under: 

Debit _ _ Sedi _ Credit 

Cloth sold toTuih ' KsTdOd ” ~ "'Atnount'reccivcdlSrS® 

II (a) Nazir supplies shoes on credit for Rs. 2,000. Nazir is to be credited because 
he supplied goods. The account will start in the following manner. 

Dr.* _ __ „ _ Nazir ' ' 

.. *'* 'ShoM PurcKscd~ fts. 5(0155 

(b) Some of the goods are found defective and Nazir agrees to give an allowance 
of Rs. 100, This means that instead of R.s. 2,000 he will he satisfied by 
a payment of Rs. 1,900 only. Therefore, Rs, 100 should be written on the 
debit side to show that so much payment need not be made. The account 
will appear as follows; 

Nazir _^ 

R>. 100 j Goods purchasMl 


*Dr. is short,for debit and Cr. is djort for credit. 



Ri 5,000 


Dr, 

. ... — ■ — n 

Allowance for defective goods 
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(c) Goods are purchased for cash, Rs. 900. The same reasoning as in (b) above 
applies. Hence— 

Dr. Gash Account Cr. 


Paid in by proprietor 

Rs, 5,000 

Furniture purchased 

Rs. 800 



Goods purchased 

Rs. 900 


(d) A customer, Mohan, pays Rs. 200 due from him. This increases cash 
balance on hand and hence Gash Account is to be debited. The account now 


changes as follows: 


Dr. 

Cash Account 


Cr. 

Paid in by proprietor 

Paid by Mohan 

Rs. 5,000 

Rs. 200 

Furniture purchased 
Goods purchased 

Rs. 800 
Rs. 900 


II 


(a) Goods worth Rs. 2,500 are purchased on credit from Bose. Stock of goods 
goes up by Rs. 2,500. Hence Goods Account is to be debited: 


Dn_ 

Purchased from Bose 


Goods Account 


Or. 


Rs. 2,500 


(b) Goods purchased for cash, Rs. 900. Goods Account has to be debited again 


because stock of goods goes up further. Hence: 

Dr._Goods Account Cr. 


Purchased from Bose 

Rs. 2,500 

. 


Purchased for cash 

Rs. 900 




(c) Sold goods to Mohan on credit, Rs. 700. The stock of goods goes down. 
Hence Goods Account is to be credited. Thus: 


Dr. __ Goode Account Cr. 


Ihirchased from Bose 

Rs. 2,500 

Sold to Mohan 

Rs, 700 

Purchased for cash 

Rs. 900 




We now take up the third group of transactions and these relate to expenses, losses 
and gains. Suppose a broker arranges to sell a building for us and we pay a commission of 
Rs. 4,000 to him. Following the rules stated above, we will debit the Broker’s Account 
because he has received the money and credit Gash Account because cash has gone out. 
Now, if we do this the Broker’s Account will show a debit and we may think that the money 
is recoverable. In fact it is not so. The broker will not return the money to us and, thetefore. 
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it is desirable to treat the money, so to siiv. as lost Ironuhr hrMitiniii; .ismI (heiejore. 
treat the amount paid as expenses. It wmild lie iniieh belter to tieliit shi^ .im-.itm t 
Commission Paid Account rather titan the BrokrrN .Arctnint. H svr tr^rbe imereti ..n 
a loan given to Mr. X, we will debit cash because we icceivc it aiut mi nedit Mt. X br<-i.uM> 
he has paidit. But again this amount Ls not returnable to Mr. X atid ihi^.inioimt. sherefore, 
is a gain. It would be better to credit this amount to liitnr-st Arioind ftion tbr serv 
beginning and treat it as income. From these, two examples it foUows ib-u vvr sbooid 
all tosses and credit all f gtai._The following aic examples: 


Dr. 

Rent Account 

% 1 

Paid for April 

Paid for May 

' Rs. 600 ' 

i Rs. fiOO 

1 

1 


Dr. 

Wagea Account 


Paid for Marcli 

Paid for April 

' Rf. 2,000 

' Rs. i.o-in 


Dr. 

1 1 

Interest Earned Account 

t.f 


1 |i 

1 ■' Received from R l.id, , 

1 , Dite From Mutry 

1 !i 

Rs l.mxi 

R» '/no 


It is perhaps still necessary to dwell on the nature of crcdii and ilebit. We have 
discussed above three classes of accounts and the meaning of debit and rrrtUt in rnpeci 
of each class of account. In case of accounts relating to |>mons, a ctebii means one of 
two things—either tlae person concerned has incurred an obligation to pay us the amount 
or we have discharged our obligation towards that person. A credit in a Personal AtXBnnt 
means cither the person concerned has discharged his obligation to pay us an amoniu or 
that we have incurred an obligation to pay him the re,lftvant amount. If the cretlits placed 
in a Personal Accoimt exceed the debits in that account, it means that it has a credit 
bdance and that money is owing to the person concerned. In the same way, if the iota! 
of the debits is more than the total of credits in a Penonal Account, it means that Ilia! petnon 
owes us money. In accounts relating to property or things, a debit means that the stock 
of such goods has increased and a credit mean jthai a stock of those things has decreased. 
Usually, one will find that in case of all properties the debits will eocceed the ru^titts, 
wdfcatitig the total amount invested in the goods or things concerned. In respect of accounts 
which arc neither personal nor real but arc impersonal like salaries, interest, debit means 
money spent or lost and credit means money gained. In certain other accounts like interest. 


there may be both credits and debits indicating money paid as interest and money mseived 
^ interest, If the debits are more than the credits, it means there is «t net loss and if the 
'itofal' of credits exbecd debite there is a net gain on that account. One can conclude ftom 
^bpve that if an account is showittg a debit balance, it is either an asset {mon^s etamg igt mtsidtts 
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or the value of some property) or it is so much money lost by way of expenses. If an account shows a 
credit balance, it means either liabilities of the firm {moneys owed to other people) or an income or gain. 


Kind of Account 
I Penonal Accounts 

II Real Accounts 

111 Nominal Accounts 


We may summarise the position as follows; 
Balance 


Inference 


Debit 

Credit 


Debtor (Firm's Asset) 
Creditor (Firm's Liability) 


Debit 

(Usually there is no credit balance) 
Debit 
Credit 


Asset 

Iioss or Expense 
Gain or Income 


A Student will do well to remember that: 

1. All debit balances are either assets or losses (or expeiues). 

2. All credit balances are either liabilities or inc'omu. 

Also that: 

1. All assets and losses (or expenses) show a debit balance. 

2. All liabilities and incomes show a credit balance. 


Advantages of the Double Entry System 

We may now give the advantages of keeping books of account on the double entry 
system which, if the student remembers, means that each transaction is recorded in both 
its aspects. One of the chief advantages of the double entry system is that having recorded 
the transactions in both the aspects, that is to say, having seen to it that a debit entry 
is accomparded by a corresponding credit entry elsewhere, it is possible to total the debits 
placed in all accounts and to total the credits placed again in all accounts and then to see 
whether the two totals agree. The totals must agree unless there has been an error. If there 
is an agreement there is sufficient proof that the transactions have been recorded correctly, 
but if there is no agreement, it is a definite proof that some mistake or mistakes are tliere. 
The advantages of Book-keeping arc as under; 

1. A business firm can know how much profit it has earned or how much loss it 
has incurred in a particular period. This knowledge is essential in order to 
know whether one is on the right path or not; otherwise, one will merely 

. grope in the dark. 

2. The exact reasons leading to the profit or loss can also be ascertained. This 
is done by studying the relevant figures for various years. This knowledge will 
enable the firm to take the necrasary action to increase profits and to convert 
losses into profits. 

3. At the end of every trading period (usually a year) the Balance Sheet, which 
will disclose the financial position can be prepared. This will show whether 
the firm is fully solvent or not. A comparative study of the Balance Sheets for 
various years show a firm’s progress. 

4. Reminders can be sent regularly to those customers who fail to pay in time. 
This will reduce losses through bad debts. 

5. A strict watch can be kept on the amounts owing to outsiders so that the firm 
will know what amounts are to be paid and when. 
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6. Proper accounting not only prevents and cliscovei's crroin; it also j)r<‘vr‘nts and 
discovers frauds. In the absence of information one may not r.sen kiwnv that 
there is a fraud. 

7. The management derives good guidance from accounts properly kept for the 
purpose of making decisions. 

8. From the income tax and sales tax points of view it is essential to follow a gofjd 
accounting system. The authorities have to be satisfied tin various 
otherwise they may impose tax liabilities, 

EXERCISE n 

1. What do you understand by the Double Entry System? What are its 
advantages? 

2. What do you mean by Debtor and Creditor ? Name them in the following 
transactions: 

(i) Ram pays Rs. 500 to Shyam. 

(ii) Seth advances a loan to Babu Ram, the sum lieing Rs. 5,(KK1. 

(iii) Atul Ghosh buys good,s from Sishir Sen on credit, R», fiOO. 

(iv) Venkatesh receives a sum of Rs. 1,500 from Raghavan, 

(v) Jagdip sells goods worth Rs, 375 to Hardip on credit, 

(vi) Pratap Singh buys stationery worth Rs. 30 on credit fmm New 
Stationery Mart, 

3. The following transactions have taken place in a firm; 

(i) Mudaliar pays cash as an advance. 

(ii) Goods are sold to Harish. 

(iii) Cash is paid to Mohan, a creditor. 

(iv) Goods are bought from Laxtnan, 

(v) Goods arc taken away by proprietor for his personal use, 

(vi) Cheque is iMued in favour of the landlord for rent of business premises. 

(vii) Stationery is purchased, payment being made by means of ch^ue. 

(viii) Furniture is purchased on credit from Kashmir Furniture Stores. 

(ix) Cheque is received for rent from sub-tenant, 

(x) Cheque issued for machinery purchased. 

The two aspects of the above-mentioned transactions are given below without 
arrangement. Pair the numbers that indicate the two aspects. The stune number 
can be used more than once. 

(1) Proprietor’s investment reduced, 

(2) Gash balance increased. 

(3) Stock of goods htcre^ed. 

(4) An obligation' towar<^ Laxman, 

(5) Loss. 

(6) Income, 

(7) Obligation towards Mudaliar, 

(8) Cash balance decreased. 
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(9) An obligation towards Kashmir Furniture Stores, 

(10) Bank balance increased. 

(11) Stock of goods reduced. 

(12) Bank balance decreased. 

(13) Harish incurs an obligation. 

(14) Stock of furniture increased. 

(15) Stock of machinery increased. 

(16) Obligation towards Mohan discharged. 

4. (a) In a firm, the debit side of the following accounts is heavier than the 
credit side. What conclusion do you derive in each case? 

(i) Account of Green Bros,, customers of the firm, 

(ii) Interest Account. 

(iii) Discount Account, 

(iv) Machinery Account. 

(v) Account of Mohan Lai Karam Ghand, suppliers. 

(vi) Rent Account. 

(vii) Building Account. 

(viii) Bank Account, 

(ix) Freight Account. 

(x) Goods Account, 

(b) In another firm, the credit side of the following accounts is lieavicr 
than the debit side. State the conclusion you derive in each case, 

(i) Account of tlie proprietor. 

(ii) Interest Account. 

(iii) Account of Sharma & Verma Co., suppliers. 

(iv) Goods Account, 

(v) Discount Account. 

(vi) Bank Account. 

(vii) Account of Nair & Iyer, customers. 

(viii) Account of Seth Laxrai Narain, owner of business premises. 

(ix) Account of Raj & Raj Go., suppliers. 

(x) Account of Prakash Chand, a lender. 



CHAITKR in 


Record of Trmsaaiam 


The Journal 

Although in practice the journal Is not used extctisivfly, 5i would be hriii*rj fm m 
to approach the system of accounting through the journal, Itecan^e it enablf'e us 
to understand why various accounts are debited and why they are credited.* '1 hcsitifient 
would therefore do well to grasp the rules concerning the journal thurmighly, and if he 
docs so he will find that he is able to follow the subsequent chapters • in fan the whnle 
system of accountancy—easily. 

The journal is a chronological record of all transactions or PATiits ol a Jirni, arr.ttigetl 
systematically. It means that each transaction is taken in its turn jw and when it takes 
place. For instance, if goods arc sold on March 3, 1964, and furniture is pureliiwed tm 
March 4,1964, the sale of goods would be recorded first and the pnrdnxse of furniture 
next. Further, in a journal the account which is to be debited and the acemint to lie 
credited are both mentioned. 

In the previous chapter we have seen that a firm would cither now down the vat ions 
transactions in what is known as the Waste Book or would keep properly filed the pupers 
(called vouchers) relating to each transaction. It is on the basis of the noting in the Waite 
Book or the papers that entries are recorded in the journal. A specimen page of a Waste 
Book is fl^am given below for ready reference; 


September 5 

Furniture purchased 

fU. 2(Ki 


Oosh salsa 

R«. 100 

September 8 

Purchase of goods on credit from M/i Rao & Co. 

R«, SOO 


Sale of old newspapers and waste paper 

Ri. ^ 

September 9 

Paid for telephone 

K». fitO 


In the previous chapter we liave also seen the nature of debit and credit and the 
rules. These rules are; 

(1) Debit the receiver and credit the giver. 

(2) Debit what comes in and credit what goes out. 

(3) Debit all expenses a nd losses and credit all gains. 

* The lystem ia actual use la really based on bavLug a specialised form of the journal for vastout 
tnirposes. The entire work In any case is based on a proper uodentandltig of delHti a wit er^la. 
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On the basis of tiiese three rules we can always find out which account is to be 
debited and which account is to be credited, but one should note that often in a transaction 
two rules apply simultaneously. For instance, if cash is paid to Ali & Sons, the Account 
of Ali & Sons has to be debited because they receive the money. Cash Account is to be 
credited because cash is paid out. In the same way, if goods are purchased from M/s Bose 
& Go., the Account of Bose & Go., will be credited because they have supplied goods and 
the Goods Account is to be debited because stock of goods has gone up. Gash is paid out 
to clerks as salary. In this case Gash Account is to be credited because cash is paid out and 
Salaries Account is to be debited because the amount has been spent by way of salaries. 
One other point should be kept in mind. Personal Accounts, i.e., accounts relating to 
persons are also debited and credited on the basis of definite obligations which have 
arisen. Suppose the firm has taken a loan of Rs. 20,000 at 9% per annum. At the end of 
the year a sum of Rs. 1,800 is due to the creditor as interest. This is recorded in books by 
debiting Interest Account because this expense or loss has definitely been incurred. The 
Personal Account of the creditor must be credited because the amount is now due to him. 
If this entry is made and subsequently the amount is remitted to the creditor for interest, 
the Gash Account will be credited because cash is paid out and the creditor's Personal 
Account will be debited because this is now in discharge of an obligation already 
recorded in his account. But if the entry for interest had not been previously recorded 
on the basis of its having become due, then on payment of the amount the account 
to be debited would be Interest Account and the account to be credited would naturally 
be Gash Account. The student can sec that the net effect of this entry is the same as the 
two entries previously mentioned. This is shown below by way of accounts: 


Case (a)—Interest due to A but not yet paid 
Intmsl Aeeounl 


Due to Loan Creditor 

Rs. 

1,800 

A 

Re. 

On payment, die account of t 
as under: 

le Loan C 

Lom 

Amount due as interest 

Ireditor will be debited. The accounte el 

1 Cndilor 

1,800 

fected are 

Amount paid 

Rs. 

1,800 

CojI 

Amount due as interest 

denmi 

Rs. 

1,800 



Paid to Loan Creditor 

1 1,800 


The net effect is that Interest Account stands debited and Gash Account credited 
with Rs. 1,800. 
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Cast (b)—Enti'y made only on paymont of iiitcrMt 

InUmi AcMMt 



1 Rs. 

\\ »*• 

Intereit paid 

1 1,800 

ij 


Cish Aeuunl 


Amount paid as interest 


1| I,«0U 


Thus the net effect of two cases is the same. 

To take another example, suppose the firm has earned a cuinniUi>iuit of Rs. 1,S0U 
from M/s Jain Bros. Entry may be made only when the amount is received. In that rase 
it will be: 

Cash Aeciml 


Keceived at commission 


Rs. 

1,300 


Commissim Account 


Ri. 


Atnouni received 


! 


1,MI0 


But entries may also be recorded in another way. First, the fact that M/s Jain Bros, 
are liable to pay Rs. 1,500 as commission may be recorded. This svill be as follows; 


Amount due as commission 

Rs. 

1,500 

Commlss 

ion Aeeounl 

i 

TTureqfkr, when the amount is ac 

tually r© 
Cash 

1 

Amount receivable as eommuiion ]! 
from M/s Jain Bros. j j 1,300 

seived, another entry is made. This will be: 
Account 

Received from M/s Jain Bros. 

1 Rs. 
1,500 

MIty 

1 

' j,., ’ a 

1 Rs. 

Amount due as commission 

1,500 

Amount received 

1,500 


same-Cash Account is debited and Commission 

<'<«*» it will not do to debit Cash Account 
atyl credit Gonumssion Account when the amount is received. 
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The work of the person who has to choose which accovuit is to he debited and which 
account is to be credited is more important than that of a person who will do subsequent 
work on the basis of this decision. If there is a mistake about the account to be debited or 
credited it will be reflected in the results shown by the accounts finally, unless corrected 
in the meantime. One cannot emphasize too strongly that from the very beginning care 
should be taken to see that the right accounts are debited and credited for each transaction. 

Record 

The record of each transaction in respect of the accounts to be debited or credited 
is usually made in a bound book called the ‘journal’. The ruling of the journal is given 
below: 


Journal 


Dali 

Partieuhrs 

L.F. 

Dibit 

Rs, 








L.F. standi for ledger folio. 


The name of the account to be debited is written in the ‘Particulars’ column, 
close to the line separating this column from that for ‘date’, The word ‘Dr.’ Is written 
close to the line separating columns for 'Particulars’ and ‘L.F.’ The name of the account 
to be credited is written in the next line after leaving a little space. This is preceded by the 
word ‘To’. The amount concerned is, of course, written in the two amount columns. 

An explanation of the entry must be ipvcn with each entry. This explanation 
is called ‘narration’. 

Suppose on 16tli July, 1964, Ravi Bros, supply furniture on credit for Rs. 2,300. 
This will be recorded in the journal in the followuig manner. 


Date 

Particulars 


Debit 

Rs. 

Credit 

Rs. 

1964 

July 

16 

Furniture Account ., Dr. 

To M/s Ravi Bros. .. 

Furchase of Ihnuture on 
credit from M/s Ravi Bros, 
as per their bUlNo....... 

dated. 

1 

2,900 


2,300 

MM* 

(A) 

--:— 


Note: (1) ‘Furniture Account’ is written close to line A and ‘Dr.’ is written close to 
line B. Also, in the Debit Column for amount, ‘Rs. 2,300* has been written 
in the same line as ‘Pumiture Account*. 
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(2) Before writing the name of M/s Ravi Bros, (in the next line) the word *To’ 
is written, all a little away from line A. The amount in the credit column for 
amount is written in the same line as *M/s Ravi Bros.’ 

E ac h transaction will be recorded as it takes place. At the end of a page, the totals 
of the Amount Columns are struck and carried forward to the next page. The next page 
will begin with the total brought forward from the previous page, One should note that 
jiinrft debits are accompanied by equal credits, the totals of the two columnS“™the debit 
one and the credit one—roust always agree. 

One may combine entries of a similar nature to be passed the same day. Suppose 
on November 9, 1964, cash Rs. 200 is paid to M/s Tanna St Co., and on the same date 
Rs. 300 is paid to M/s Gupta & Co. The two entries are— 




Rs. 

Rs. 

(i) M/s Tanna & Co. . 

To Gash Account . 

Dr. 

200 

200 

(ii) M/s Gupta & Go. . 

To Cash Account . 

These two entries can be combined as follows; 

Dr. 

300 

300 

M/s Tanna & Co. ,. 

Dr. 

200 


M/s Gupta & Co. . 

To Cash Account . 

Dr. 

300 

500 


Of course, it is possible to record the journal entries in loose printed forms wliich 
arc then properly numbered and serially filed but tliat does not make any difference to 
the nature of entries to be made. 

We now give below a number of transactions with the corresponding journal 
entries: 

(1) You start a business with a capital of Rs. 30,000. Cash comes in, so this 
account is debited and your account in your personal capacity, that is to say, 
Capital Accoimt is to be credited. The enhy is— 

Rs. Rs, 

Cash Account .. ,. ,. Dr. 30,000 

To Capital Account . 30,000 

(2) Rs. 29,000 is deposited in the Bank Account. The Bank is to be debited 
because it receives the money and cash is to be credited because cash goes 
out. The entry is— 

Bank Account .. .. ,, Dr. 29,000 

To Gash Account . 29,000 

(3) Furniture for the office is purchased for Rs. 2,000 and payment is made by 
cheque. The furniture comes in, so it has to be debited; the balance at bank 
is thereby reduced, so it has to be credited. The entry is— 

. Rs. 

Dr. 2,000 


Furniture Account 
To Bank Account 


• * 


* » 


Rs, 

2,000 
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(4) Goods are purchased for Rs. 5,000 and payment is made by cheque. This is 


similar to entry No. 3. Hence this entry is— 


Rs. 

Rs. 

Goods Account . 

To Bank Account . 

Dr. 

5,000 

5,000 


(5) Goods are purchased for Rs. 6,000 on credit from M/s Sharma & Varma* 
In this case goods come in and therefore Goods Account is to be debited); 
a liability towards M/s Sharma & Varma has arisen and so tliey have to 


be credited. The entry is— 

Rs. Rs. 

Goods Account .. .. Dr, 6,000 

To M/s Sharma &, Varma .. .. 6,000 

(6) Goods are sold for cash Rs. 1,000. The entry is— 

Rs. Rs. 

Gash Account .Dr. 1,000 

To Goods Account .. ,. .. 1,000 

Will the student supply tlic explanation?* 


(7) Sold goods for Rs. 1,500 to M/s Shah & Co., M/s Shah & Go., receives the 
goods and therefore it has to be credited and Goods Account is to be debited 
because goods go out. The entry is 

Rs. Rs. 

M/s Shah & Go. .. .. Dr. 1,500 

To Goods Account .. ., 1,500 

(8) Rs. 500 are paid in cash as rent. In this case Cash Account is to be credited 
because cash goes out and Rent Account is to be debited because the amount 
has been paid for the benefit of using the building. The entry is— 


Rs. Rs. 

Rent Account .. .. ..Dr, 5,000 

To Gash Account . 5,000 

(9) A loan of Rs. 10,000 is taken from Ideal Finance Co. The money is deposited 
with the bank. The entry is— 

Rs. Rs. 

Bank Account .Dr. 10,000 

To Ideal Finance Co. 10,000 

10) A sum of Rs. 900 is paid to the above*mcntioncd Finance Co., a# interest. 
The entry will be— ^ * 

flV Rs. Rs. 

Interest Account .. .Dr. 900 

To Cash Account ,. ,, .. 900 


* Cash comes in, so cash is to be debited; goods go out, so that account is to be credited. 
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( 11 ) 


If the interest of Rs. 900 on loan taken from the Ideal Finance Go,, has iioi 

been paid but has become due, the entry svill be— 

Rs. 

Rs. 

Interest Account.Dr, 

To Ideal Finance Go. 

When the amount is actually paid, the entry will be— 

900 

900 

Rs. 

Rs. 

Ideal Finance Co. .. .. •• ..Dr, 

To Gash Account .. 

900 

900 


(12) Shah & Co., pays Rs. 1,500 due from them for goods purchased as per item 7 
above. In this case, cash comes in, so Cash Account has to be debited and 
Shah & Go., has to be credited because it htis discharged its obligations. 
The entry is— 

Rs. Rs, 


Gash Account .Dr. 1,300 

To M/s. Shah & Go. 1,500 

(13) M/s Swamy & Go. owe Rs. 500. A discount of Rs. 25 is allowed to them on 
their paying the balance in ctuh. Here one should itote that the acttial amount 
received from M/s Swamy & Go. is Rs, 475. The entry is—« 

Rs. Rs. 

Cash Account .Dr. 475 

To M/s Swamy & Co. .. .. .. .. 476 

Further the firm has waived the right to receive Rs. 25. Tlvis is a loss to the firm and 
gain to M/s Swamy & Go. (because they have discharged their liability of Rs. 500 by 
paying only Rs. 475). The entry for this is— 




Rs. 

Rs. 

Discount Account. 

To M/s Swamy & Co. 

•Dr. 

a 

25 

25 

The two entries can be recorded together as follows: 


Rs. 

Rs. 

Gash Account 

.Dr. 

475 


Discount Account .. .. .. 

To M/s Swamy & Go, 

,.Dr. 

1 k 

25 

500 


(14) A creditor for Rs. 1,000 accepts Rs. 970 in full settlement. This is similar to 
item 13 above. In this case, payment of only 970 is made to discharge a debt of 
Rs. 1,000. This means that a discount of Rs. 30 has been allowed by the 
creditor This is a loss to the creditor but a gjun to the firm. The two mtries 
are as follows: 



(i) For payment of cash— 



Rs. 

Rs. 

A ■* ' 

Qreditor's Account 

To Gash Account 

• • * « 

• « * t 

Dr, 

970 

970 






RECORD OF TRANSACTIONS 27 

(ii) For discount allowed by th«; creditor— Rs. Ks. 

Creditor’s Account .. .. Br. 30 

To Discount Account .... 30 

The two entries can be combined together as follows: 

Creditor’s Account .. .. Dr. 1,000 

To Cash Account .. .. 970 

To Discount Account .... 30 


(15) M/s Singh Sc Go. who owe Rs. 'lOO are mtable to pay at all. This means that the 
sum of Rs. 400 has been lost and will not be recovered. Mjs Singh & Co. 
have to be credited because it is no use showing the amount as due from them 
when it is irrecoverable. The loss is recorded by deljiting Bad Debts Account. 
The entry, therefore is— 

Rs. Rs. 

Bad Debts Account. ..Dr. 400 

To M/s Singh & Co. .. .. .. .. 400 

(16) Cash is realized by sale of old newspapers, Rs. 50, The entiy is— 

Cash Account .. .. .. .. .. Dr, 50 

To Misc. Receipt Account .. 50 

(17) A sum of Rs. 150 is received from M/s Singh Sc Go., in respect of a debt 
already written off. The point to remember here is that by writing off the 
amount due from M/s Singh Sc Co. nothing would be shown against them as 
due from them. Now that the amount has been rcceivctl it should be treated 
as a gain. Cash'Acepunt, ofjcourse, will he debited because cash comes in btit 

' we should not credit M/s Singh & Co. because tlic amount is not repayable 
to them. As said above, it is a gain. Therefore, the proper entry is— 

Rs. Rs> 

Cash Account . ..Dr. 150 

To Bad Debts Recovered A/c .. .. •. 150 

niuBtratiou 1 

Journalize the transactions given below in the books of Sharma. 

1964 

March 1. Sharma starts business ivith Rs. 10,000. Sharma opens account with a 
bank and deposit Rs. 9,000. 

2. Sharma purchases furniture Rs. 425, and typewriter, Rs. 750. Payments 
made by cheque. 

3. Goods purchased from M/s Kutty and Rao on credit, Rs. 2,800. 

4. Goods purchased from M/S Sohan & Mohan for cash, Rs, 550. 

5. Goods sold on crecUt to M/s Bihari Lai St Co., Rs. 730. 

6. Goods sold on credit to M/s Sham & Co., Rs. 1,400 

7. Paid for office stationery, Rs. 125. 

8. Paid rent for March, Rs, 100. 
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9. Installed neon sign at a cost of Ks. 500. 

Paid for postage stamp, Ra. 5. 

10. Received cash from M/s Bihari Lai & Co., Rs. 720;, allowed them 
discount, Rs. 30. 

Issued ^^eque for Rs. 2,750 in full settlement {i.e., nothing more is due to 
them) to'^M/s ^utty & Rao. 

12. Deposited Rs.* 600 with bank. 

13. Received bill for two table fans, Ra, 300, from M/.a Capital Electric Works. 

14. One electric fan stolen. 

15. Paid insurance premium, Rs. 225. 


Solution t 


Boors of Sharma 

JOUBNAl 
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DaU 

Particulars 

L.F. 

Dibit 

Rs. 

Credit 

Rs. 

1964 

Msrcli 

7 

Total brought forward 

OlHce Stationery Account .. .. Dr. 

To Cash Account 

Amount spent on stationery 


125 

125 


8 

Rent Account .Dr. 

To Cash Account 

Rent paid for March 


100 

100 


9 

Neon Sign Account.Dr. 

To Cash Account 

Neon sign installed and Rs. 500 paid for it. 


500 

500 


9 

Postage Account .Dr. 

To Cash Account 

Paid for postage stamps 


5 



•*I0 

Gash Account.Dr. 

To M/s Bihari Lai & Co. _ 

Amount received from M/s Bihari Lai & Go. 


720 

720 


**10 

11 

Discount Accoimt ., ., ., Dr, 

To M/s Bihar> Lai & Co. 

Discount allowed to M/s Bihari Lai & Co, 

M/a Kutty & Rao .Dr. 

To Bank Account 

To Discount Account 

Cheque for Rs. 2.750 issued in favour of 

M/s Kutty & Rao to settle their account of 

Rs. 2,800, 


30 

2,800 

30 

2,750 

50 

March 

12 

Bank Account. .. Dr. 

To Cash Account ^ 

Amount deposited with Bank 


600 

600 


13 

Furniture Account .. ., .. Dr. 

To M/s Capital Electric Works 

Two table fans raoeived; payment not yet 
made 


300 

300 


14 

Loss Inr Theft Account .. .. ,, Dr, 

To Furniture Account 

One table fan stolen 


150 

150 


15 

Insurance Premium Account .. .. Dr. 

To Cash Account 

Amount paid as insurance premium 


! 325 

325 



i 





Total.. 


31,330 

31,330 





r.. if 

** These two entries should be combined as roUowi: 
Cosh Account .. .. ., ,, Dr. 

Discount Account .. .. ..Dr. 

To M/i Bihari Lai & Co. 


j 720 

i 

1 

i 750 


1^«lta«atloti of Ledger Accoonte 

After recording the transactions in the journal it is necessary to classify them and 
categonze them. In fact, this is what is meant by preparing accounts. The student will have 
already noted that an account is a statement pertaining to a person or an article or items 
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of like nature, arranged into debits and credits. Tliust when Cash Account is prepared all 
the cash receipts are put on one side, namely, the left-hand or the debit .side and all cash 
payments are put on the right-hand side or the credit side. Similarly, if the account of a 
customer is prepared, all the goods supplied to him or benefits received by him from the 
firm will be put on the debit side and all payments made by him and allowances given, etc., 
to him will be put on the credit side. This work of preparation of accounts Iiecomes very 
easy when the transactions have already been recorded in the journal where we know what 
account is to be debited and what account is to be credited. After jourralizing, an account 
clerk of even mediocre ability can do the work, lliis task of preparing accounts on the basis 
of the joimnal is called the pasting of the journal or preparation of ledger accounts. What 
is to be done is to debit tlte account which ha.s been so mentioned in the journal and to 
credit the account which is prefaced by the word “To". Cross-reference is given so that in 
the accountheing debited the name of the account which is to be credited will be mentioned. 
' This will show why this debit entry has been made. Abo, in the account which is lacing 
credited the name of the account to be debited is mentioned, again to show svliy this credit 
is being placed here. It is customary to start with "To" in the account to be debited. 
Similarly, in the account to be credited the first word to be used is “By". Suppose the 
journal entry to be posted is; 

Cash Aecount ,. ., Dr. 

To Goods Aemnt 

As the student knows, the meaning of thfa entry is that cash has been received on account 
of sale of goods. For preparing accounts, first of all an account called Cash Account will 
be opened and on the debit side of it we will write “To Goods Account”. Then the Goods 
Account will be opened and on the credit side of it, we will write “By Cash Account". 
Of course, amounts will be entered in the amounts column. In the column headed “L-F." 
(ledger foHo), we give the number of the page of the journal on which the relevant journal 
entry appears and in the journal itself the page number of the ledger on which the relevant 
accounts appear will be entered. Entries are made in the same account if already opened, 
i.e., it is not necessary to open a separate account for each cntiy. For instance, all the cash 
transactions for a period will be entered in the same Cash Account and all transactions, 
say, relating to a particular supplier will be entered in the same account. 

An account is prepared in one of the two following forms; 

' NAME OF ACCOUNT 
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NAME OF ACCOUNT 


Date 

Partieatars 

Folio 

Debit I 

Rs. 

Credit 

Rs. 

or 

Cr. 

Batance 

Rs. 

(2) 

5 








; 



The second form is more prevalent in practice; the first form is found mostly in textliooks. 

The book containing the various accounts is called the Ledger. It is the principal 
book since it affords information for preparing the Profit and Loss Account and 
Balance Sheet. 

The posting of the journal is illustrated belo^v: 


JOURNAI- 


Dale 

Particulars 

L.F* 

:- 

Debit 

Rs. 

Credit 

Ks. 

1964 

Jan. 

1 

poods Account .. .. .. Dr. 

U 

tl,200 

**1,200 


To Cash Account tA3. 

Goods purchased for cosh 

12 





■1 

Cash Account • • • • .. Dr. 

12 

teoo 

ftfiOO 


H 

To Kale & Co. 

Amount received from Kale & Co. 

14 





.Shastri Bros.. .. Dr. 

I.*) 

■lil 

Iteou 



Goods Account 

. Goods sold on credit to Shastri Bros. 

II 

1 



IG 

Cash Account "1:'. . Dr. 

12 

i 11800 

{{800 



To Shastri Bros. ..^ 

Ameimt due from Shastri Bros, received. 

15 

! 




11 



Ledg«r Acconiste 

Dr. Gmds Account Cr. 


Dole 

Particulars 

Folio 

Amount 

Rs. 

Dalo 

Particulars 

Folio 

Amount 

Rs. 

1964 
Jan. 1 

To Gash A/c. 


tl.200 

1964 
Jan. 5 

By Shastri Bros. 


ttsoo 




Cash Account 




1964 
Jan. 4 
16 

To Kale & Co. 

To Shastri Bros. 


. tcoo 

IIBOO 

1964 
Jan. 1 

By Goods A/c. 

■ 

**1,200 


* Ledger folioi given are itnagmaiy. 

^ * t f {II tt fS ThM lymboh indicate posting of the entries from the Joiurnal to the Ledger 
Accovmb. 
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The following illustration deals with the preparation of the journal and then the 
preparation of ledger accounts on its basis: 


Ulnstratlon 2 

Rose sta^rts business on 1st July, 1964, with a capital of Ra, 50,000. For the month 
of July, his transactions are as under: 

July 1. Opened a bank account and deposited Rs. 48,500. 

,, 2. Purchased goods against cheque, Rs. 5,000. 

„ Purchased furniture costing Rs. 3^000, payment made by cheque. 

„ 3. Purchased stationery for Rs. 500, payment made in cash. 

„ 4. Gash sales, Rs. 230. 

„ 5, Purchased goods from Lily on credit, Rs. 4,000. 

„ 6. Sold goods to Dahlia, Rs. 800, on credit. 

„ 7. Paid rent, Rs.300. 

„ 8. Purchased postage stamps, Rs. 20. 

„ 9. Drawn cash from bank for oflice use, Rs. 2,500. 

„ 10. PaidRs. 2,000 for telephone in cash. 

„ 11. Paid to Lily Rs. 3,800 by cheqneln full settlement. 

Received from Dahlia a cheque for Rs. 780 in full settlement, cheque 
deposited with bank, 

„ 12. Cash sales, Rs. 600. 

„ 13. Paid for advertising, Rs, 150. 

„ 14^ Cheque of Dahlia received back from bank as dishonoured. 

' Debited Dahlia with the full amount of Ins debt. 

„ 15. Purchased machinery for Rs. 25,000, payment made by cheque. 

16. Deposited cash at hank, Rs. 600. 

Solution: 


BOOKS OF nOSB 
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Rs. Rs. 


19G4 

July 


Tfital brought forward 


■ 


1 

Dank Account .. 

Dr. 


4B,500 




To Cash Account 




48,r)00 



Amount bcnt to bank and deposited in 
newly opened Account 






*2 

Goods Acetjunt . 

Dr. 


,5,000 




To Dank Account 




I.OCiO 



GckhIs purchased by hsuhig u cheque on 






tlir Dank 






*2 

Furniture Account. 

Dr. 


3,0110 




To Bank Account 




3,000 



Funiilure purchased against cheque 






3 

Stationery Account . 

Dr. 


,')00 

.“■lOO 



To Gash Account 

Stationery purchased for cash 


1 




4 

Cash Account .. 

Dr. 


230 

23(1 



To Goods Account 






Cash received against sale of goods 






5 

Goods Account 

Dr. 


4,000 

4,000 



To Lily 

Goods purchased on credit from Lily 





11 

6 

ilnhlia. 

To Goods Account 

Goods sold on credit to Datilia 

Dr. 


fiOO 

BOO 



7 

Kent Account .. . 

Dr. 


300 

300 



To Cash Acrount 

Kent paid for the months of .. 

Dr." 





a 

Postage Account .. ' 


20 




To Cash Account 




20 



I\iscagc stamps purchased 






9 

Cash Account . 

Dr. 


2.-)00 




To Bank Account 

Amount drawn from Dank 



2,300 



10 

Telephone Account. 

Dr. 


2,000 




To Cosh Account 



2,001) 



Rs. 2,000 paid for having a telephone 





♦♦11 

Lily .. -. . 

Dr. 


4,000 




To Bank Account 



3,800 



To Discount Account 




200 



Cheque issued in favour of Lily for 

Ks. 3,800 in discharge the full obligation 







of Rs. 4,000 to him 







1 Total carried forwart 


1 



* Thew two entries could also be combined and written ili follows: 


July 2 Good.s Account .. . 

Dr. 

.3,000 


Furniture Account . 

Dr. 

3,000 


To Dank Account 


8,000 

♦♦ This entry will be understood better if it is .split Into two: 



(a) for issuing cheque: 

Lily .. 

Dr. 

3.000 


To Bank Account 


3,800 

(b) for discount allowed by him: 

Lily . 

Dr. 

200 


To discount allowed 



200 
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R*. Rt. 


1964 

July 


Total brought Torward 



31 

Dank Account.Dr. 

Ducount Account .. Dr. 

To Dahlia 

Cheque for Rj. 780 received from Dahlia 
(and deposited with bank): discount 
allowed to him, Rs. 20 

1 

; 780 

! 20 

' 

; 1500 

It 

12 

Cash Account.Dr. 

To Goods Account 

Cash sales 

li 

1 

i 

1 

i 

i GOO 

J 

11 

13 

Advertising Account.Dr. 

To Gash Account 

Amount spent on advertising 

!i 150 

j: 

1 

: 150 

n 

14 

Dahlia .. ., ,. Dr. 

To Bank Account 

Cheque received irom Dahlia dis¬ 
honoured—his account debited (as 
amount is payable by him) and Bank 

Account credited because balance 
there is reduced. 


j 780 

i 

I 

< 

1 

I 780 

! 

1 

1 

>1 

H 

Dahlia ,, . ..Dr. 

To Discount Account 

Discount previously allowed to Dahlia 
now disallowed on dishonour of his 
cheque. 


20 

i 

1 30 

j 

ij 

15 

Machinery Account.Dr. 

To Bank Account 

Purchase of machinery against cheque 


2S.OOO 

! 25,000 

1) 

16 

Bank Account .. .. Dr. 

To Cash Account 

Cash deposited at Bank 


600 

1 600 



Total 

1 


1,48,780 


I.EDGER 


Cash Aaaml Cf, 


1964 

July 

Dr. 

1 

4 

9 

12 

To Capital A/c 

To Goods A/c 

To Bank A/e 

To Goods A/c 


50,000 

230 

2,500 

600 

Captial 

TSBT 

July 

iteoimt 

I 

3 

7 

8 
10 
13 
16 

By Bank Account 
By Stationery A/e 
By Rent A/c 

By PottaM A/c 
ByTtdephoneA/c 
By Advertising A/c 
By Bank A/c 


— isr* 

48,500 

SOO 

300 

20 

2,000 

150 

600 

Cr. 

Dr. 


1 1 W 

’ Btthh Aeetuni 

1 t By Cub A/e 

1 so,ooo 

Clr. 

July 

. ^ hJ- 

1 

n 

16 

' „ 

To Cash A/c 

To Dahlia 
lo Gath A/c 

, J 

1 


IRi. 

48,500 

780 

600 

TBST 

July 

2 

i> 

9 

11 

14 

15 

By Goods A/c 

By Burniluro A/c 
By Cash AJe 

By Uly 

By DmIia 

By Maehineiy A/c 


-H-- 

5,000 

3,000 

2,500 

3,800 

780 

25JMQ 
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Dr. Gaiuls Account Cr. 


1904 

July 

2 

5 

To Bank A/c 

To Lily 

1 

Rs 

.'1,000 ; 
4,000 1 

Purniliire I 

1 

a. 

4 

n 

13 

By Cash A/c 

By Dahlia 

By Cash A/c 

1 

i 

! 

1 

Rs. 

230 

800 

600 

1964 

July 

\ 

i 

M 

1 j; !i 

ToHaiifcyV/t 1 '' 3,000 % 

1 l< '.1 

Sialiontijf Aecomil 

1 

i 

i 

1 

li 

'I 

1964 

July 

1 

3 

To Cash A/c 

j 

.» 1 1 

!l 1 

Jterit Accemt 


1 



1964 

July 

7 

To Cash A/c 

11 i: 

!i 300 i! 

lity 



1 

1964 

July 

l» 

11 

To Bank A/c 

To Discount A/c 


! 

1 3,800 

1 200 

Dak 

1964 

July 

'ia 

5 

By Goods A/c 


4,000 

1964 

July 

6 

14 

14 

To Goods A/c 

To Bank A/c 

To Discount A/c 


800 

780 

20 

Postage / 

1964 

July 

9» 

ccomt 

II 

By Bank A/c 

By Discount A/c 

1 

1 

700 

20 

1964 

July 

1 ^ 

To Cash A/c 


20 

Telepkom 

j 

1 

Aecour 

t 




1964 

July 

i; 

1 To Cash A/c 


j 

! 2,000 
Diseamt 

1 

iecount 





1964 

July 

1 

To Dahlia 


\ 

1 20 
Admtisbig A 

1964 

July 

etOMl 

11 

14 

By Lily 

By Dahlia 


200 

20 

1964 

July 

13 

To Caih A/c 

1 

Rs. 

150 

Maehiatiy A 

1 

1 

eeauni 

1 


F 

1 

1964' 

July 

15 

To Baiik A/c 


! 25,000 


r 

1 

1 
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Arrangement of Accounts 

There is no fixed rule for arranging varuiuh aixuitnts that .ill .it immisof 

a class should be together. It is suggested, thiTefnie, th.it fust their sliould ijr jiersonal 
account (debtors first and creditors latin-, or riVr icna), llien re.il .icrniints :iml l.mt of all 
nominal accounts. Of course, there is uothiitg to prevemt tlie leveisal of this order. 


Balancing of Accounts 


"When the posting for a period is completed in the lidgcv thru the Uahuire is sirndt 
in each account. The two sides of the account arc tot.iUttd and the tiiirrrnicr ol' the two 
sides ascertained. If the debit side is bigger, the difference is put on the credit side, saying 
“By Balance c/d.” Then the total of the two sides, which will now he etpial, w ill he written 
in ink between two lines, the lower of them being rluuble. Tliest; lines in hmli ifdunmt 
should be opposite one another. The balance is then vmtlen on the debit sirle of ihc .u coimt 
as “To Balance b/d.” If the credit side is bigger, the amouiU is written on the dellit side 
as “To Balance c/d.” Then these equalized totals are written opposite ntie .'mother ui 
ink between two lines; and then, after the totals have, been wriileu. the dilVereuce. is written 
on the credit side as “By Balance b/d”. This process is known as hal.mcing the account. 
It should be remembered that only pereonal accou nts and,those relating to properties 
are baIaMe^ike_tIus. (Other accounts are not balanced in this manner Irccanse they have 
-RTfieTurther grouped in order to ascertain profit or loss.) ‘ - 

Consider the following two accounts: < 


( 1 ) 

Dr. 


Cith Atetmi 


1964 

May 


To Capital A/c 
To Goods A/c 
To Nair A/e. 


Bs. 

10,000 

flOO 

1,100 


1964 

May 


By Bartk A/e 
By Stationery A/c 
By Good)! a/c 
B y SctJti Bro*. 


Cr. 


Rj. 

9,000 

200 

700 

600 


The total of the debit side is Ra. 11,900; the credit side toUls Rs. 10,5(10, It means 
that there IS a cash balance of Rs. l,40g (because receipts excectl piiymcnis). In other 

bdfncing*'' “ * 


Caih Ateoiml 


1964 

May 

1 

1 

5 

7 

To Capital A/c 

To Goods A/c 

To Nair & Go. 


K«. 

10,000 

000 

1,100 

1964 

May 

1 

4 

5 

7 

/ - •: 

s 

By Bank A/r | 

By Slalinncry A/c 1 
By Goods A/c | 

By Sethi Bros. j 

By Balance c/d ' 





11,900 




May 

7 

To Balance b/d 


1,400 



: 

t 


Gf. 




R«. 

0,000 

200 

700 

600 

1,«0 


1 11,900 
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( 2 ) 

Dr, Akbar & Sons Gr. 


1964 



1! 

1964 





Feb. 

5 

To Goods A/c 

Feb. 

I 

By Goods A/c 


1,600 



(Keturned) 

ii 200 






6 

To Cash A/c 

!{ BOO 







6 

To Discount A/c 

i! 50 







The total of the debit side is Rs. 1,050 which is Rs. 550 less than the credit side. 
It means that this sum is still owing to M/s Akbar & Sons. After balancing, the account 


appears as under: 

Dr. Akbar & Sons Cr 


1964 


1 

Rs. 

191)4 




Feb. 

5 

To Goods A/c 


Feb. 

1 

By Goods A/c 

il 1,600 



(Returned) 


200 






6 

To Cash A/c 


800 




II 


6 

To Discount A/c 


50 




'! 



To Balance c/d 


.550 




y. 





1,600 




|| 1,600 





! 

Feb. 

7 

By Balance b/d 

!, r)r.o 


Test of Accuracy 


The student has seen by now that all accounts written on the debit .side arc 
accompanied by entries on the credit side of equal amounts. It may be, f)f course, that in 
respect of one amount written on the debit side there are two or more credit entries 
totalling up to this figure. Similarly, if an entry is made on the credit side there must be 
entries on the debit side also totalling up to the same figure. This is the mechanical aspect 
of the Double Entry System. On the basis of this it is po.S8ible to find out whether our 
work has been correct or not. What is done is that the totals of debits and credits in each 


account are listed separately. The total of these two lists should then agree, if tl Hire is no 
mistake. If the totals of these two list.s do not agree, it definitely means that there is some 
error. For illustration 2 worked out by us we give below the two separate lists: 


^ame of Aeeatml 

Cash Account 
Capital Account 
Bank Account 
Goods Account 
Furniture Account 
Stationery Account 
Rent Account 
Lily 
Dahlia 

Postage Account 
Telephone Account 
Discount Account 
Advertising Account 
Machinery Account 


Total 


Total of 

Total of 

debits 

tredits 

Rs. 

Rs. 

53,330 

52,070 


50,000 

49,flB0 

40,080 

9,000 

1,630 

3,000 


500 


300 


4,000 

4,000 

1,600 

800 

20 


2,000 


20 

220 

150 


25,000 

— 

1,48,800 

1,48,800 


The two totals agree and hence the work may be considered correct. 
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If we ascertain the difiercncc of the two sides of eacli account, that is, find out 
which account shows a debit balance and which a credit balance and then prepare lists 
of debit and credit balances separately, the totals of the two lists sliould still agree. On the 


basis of illustration 2 we prepare the two lists below: 


Debit Balances 

Rs. 

Crtdii Balances 

Kf. 

Cash Account 

1,260 

Capital Account 

50,000 

Bank Account 

Good* Account 

Furniture Account .. ,. 

Stationery Account ,. 

Rent Account .. . ■ 

Dahlia 

Postage Account 

Telephone Account ,. 

Advertising Account ,, 

Machinery Account .. .. _ 

0,800 

7,370 

3,000 

500 

300 

800 

20 

2,000 

150 

25,000 

Discount Account 

200 

Total .. 

50",200 

Total ,. 

” 50,2TO 


The lists put together in one statement become known a-t the trial balance. The 


trial balance can be prepared on the basis of total entries made on the debit side and the 
credit side or on the basis of only balances. One should note here that the disagreement of 
trial balance indicates the existence of errors definitely but the agreement of trial balance 
is not a conclusive proof that there is no error. This question will be taken up in a later 
chapter, 


Opening Entry 


A firm closes its books at the end of the year. Next year new books of accounts are 
started. The books are started on the basis of the financial position of the firm as at the 
end of the previous year, or, what comes to the same thing, as in the beginning of the 
current year. The financial position is always summed up in the balance sheet, a small 
specimen of which has already been given in the first chapter. The first entry in the 
journal on the basis of the balance sheet of the previous year to start the new books of ■ 
accounts is called the opening entry. This entry consists of debiting the various assets and 
crediting die various liabilities as well as the Capital Account, 

Suppose the "balance sheet'* of a firm on 1st January, 1964, is as follows: 


LiabilUies 
Amount due to Seth 
Amount due to Kohli, 


Ri. 

3,000 

1,000 


Aatts Ri. 

Cfub in hand. 500 

Stock of good* .. ., 20,000 ' , 

Fumilure .. .. 2,0ro f 

DuefromShah .. 2,000 

Due from Gupta .. .. 1400 

The student will have probably noted that the firm’s capital is Its, 22,000, namely^ 
the total of .assets mums the total of liabilities. The opening entry on the bas i n of (Ji|l 
above balance sheet will be as under: S 

1964 

Jai). I Gash Account .. jjf, 




Good* Account 
Pumiture Account 
,Shah 
Gupta 

' ' To Seth 
: To Kohli ■ 
i To'i^^pital Account, 


Dr. 

Dr. 

Dr. 

Dr. 


R*. 

500 

30.000 

2,000 

2,000 

1,500 


R*. 


3,000 
1400 

33,000 'A® 
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On the basis of this entry ledger accounts arc prepared. Each account mentioned 
is opened. In respect of assets, the amount will be written on the debit side saying "To 
Balance b/d”. In respect of liabilities, the amount is written on the credit side saying ‘‘By 
Balance b/d”. The Ledger Account for the above opening entry will appear as under; 


Dr. Cask Aceotat Ct. 


1964 

Jan. 

1 

To Balance b/d 


R«. 

500 

Goods 

Actoiuil 


, 



1964 

Jan. 

1' 

To Balance b/d 


20,000 

Furniturt 

Acaim 

1 




1964 

Jan. 

1 

To Balance b/d 


2,000 

Sh 

ak 

1 

1 

1 


1964 

Jan. 

1 

To Balance b/d 


Rs. 

2,000 

Gi 

1 

ifita 


1 i> 

1 Ii 

1964 

Jan. 

1 

To Balance b/d 


1,500 

St 

ih 

1 

1 

1 

1 

\ 

! 





Kol 

1964 

Jan. 

di 

1 

By Balance b/d 

Is «»• 

!l 3,000 





1 

' I Jan. 

Ca^tal Actount 

1 

By Balance b/d 


1,000 

1 




1964 

Jan. 

1. 

By Balance b/d 


1 22,0UU 


EXERGIBE m 

1. What is a Journal? What are its various columns? Show a specimen 
of a journal, recording some imaginary transactions. 

2. Some of the transactions arc given below. Against each transaction, the 
accounts to be debited and credited are given. There are some errors in this list. 
Point them out giving correct answers. 

(i) Cash paid to Balbir Debit Balbir Credit Cash 

(ii) Goods sold to Mahavir for cash Debit Mahavlr Credit Goods 

(iii) Cash introduced by Harish, the 

proprietor Debit Capita] Credit Cash 
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(iv) Paid salary to clerk in cash 

(v) Sold old furniture to Shalimar 

Debit Glcrk 

Credit Cash 

Fiii niture House on credit 

Debit Shalimar 
Fiirnitme Houm; 

CIredit C»/kh1s 

(vi) Harish, the proprietor takes away 
goods for private use 

(vii) Received cash as damages from 

Debit Harisli 

Cl edit (joods 

Hill Go., supplier 

Dcbii Gash 

Credit Hill C 

(viii) Money withdiawn from bank 
(ix) Purchased machinery and ksued 

Debit Cash 

Credit Hank 

cheque for payment 
(x) Credit memo received for 

Debit Goods 

Cre.dit Bank 

stationery purchased 

Debit .StiULourry 

Credit (lash 


Answers: Wrong entries: (ii) Debit Cash; (iii) Debit Ciwh, Cietiii Capii.il; 
(iv) Debit Salary; (v) Credit Furniture; (vi) Debit Dr.nvings or CapitaU fvii) Credit 
Damages Received; (ix) Debit Machinery; (x) Credit .Supplier. 

3. For the transactions given below, tnie of the accounts invoUrd is given. 
State the other account, mentioning whether it will be debited or crcditctl. 


(a) Dick stai'jts business with cash Capital 

(b) Amount deposited with bank Cktsh 

(c) Amount paid to Tom for cash piirclia.st» Cash 

(d) Goods sold to George on credit George 

(e) Amount received from Getn'ge Ca.sli 

(f) Discount allowed to George George 

(g) Machinery purchased, payment made by cheque Rank 

(h) Balance due from George becomes irrecovci able George 

(i) Amount charged by bairk as interest on overdraft Interest 


(j) Amount written off previously now recovered from George C;ish 
Answers: (a) Debit Gash; (b) Debit Bank; (c) Debit Good.s; (tl) Credit 
Goods; (c) Credit George; (f) Debit Discount; (g) Debit Machinery; (h) Debit Bad 
Debts; (i) Credit Bank; (j) Credit Bad Debts Rexovered. 

4. Give journal entries for the following traasactions; Rs. 


(a) Started business with cash . 2,000 

(b) Received cash from Hari Shankar 50 q 

(c) Paid into bank 1,000 

(d) Paid cash to Malhur 200 

(e) Goods purchased for cash ] 200 

(f) Withdrew cash from bank ^ 

(g) Cash sales - ' « t bo 


5, You are given below some journal entries without narration: 


(a) Cash Account 
To Ravi Bros< 


Dr. 


Rs. Rs. 
600 

600 



RF.OORV OF TRANSACTIONS 


4-1 


lb) 

Dutt & Sons 

To Goods Account 

Dr. 

450 

450 

(‘0 

Bad Debts Account 

To More & Sons 

Dr. 

2.50 

250 

(d) 

Rent Account 

To Landlord 

Dr. 

600 

600 

(c) 

Bank Account 

To Interest Account 

' Dr. 

510 

310 

(f) 

Bank Account 

To Cash Account 

br. 

1,000 

1,000 


(g) Commission Account Dr. 2U0 

To Mohaurao & Go. 200 

Name the transactions to which these entries relate. 


6. You are given two ledger accounts IjcIow. 

Goods Account 


To Sastry & Go. 

1,000 

By Bhatia & Co. 

700 

To Cash Account 

600 

By Ca.sh Account 

900 

To Goods Account 

900 

By Goods Account 

600 

To Bbatia & Co. 

200 

By Furniture Ar.couni 

350 

To Amar’s Loan 

2,000 

By Salaries Accouni 

250 

To Miscellaneous Receipts 

150 


Complete the posting in other 

accounts relating to the above. 



•'1. Journalize the following lratjsaclion.s: 


19GS 



Us. 

Jan. 

1 

Mr. Brij Kishore started business svith cosh 

. 

15,000 

99 

2 

Deposited cash with bank .. 



4,000 

99 

5 

Bought furniture for cash .. 



200 

99 

9 

Bought goods from Yiolct & Co„ for cash. 



3,000 

19 

16 

Sold goods for cash 



4,600 

9) 

19 

Withdrew cash from bank. 



2,500 

91 

22 

Bought further goods for cash 



6,000 

»l 

27 

Cash sales 



300 

99 

28 

Paid for stationery .. 



15 

H 

31 

Paid rent 



250 

91 

31 

Paid salary to salesman and clerk .. 



340 


1355" 

April 


Enter the following transactions in the journal: 


1 

2 

3 

5 

6 
7 

12 

15 


Commenced business with cash .. ., 

Paid into bank . 

Purchased furniture from Fancy Furniture Co. .. 
Bought goods for casli 
Bought goods of Black & Co, 

Sold goods to Green Bros. 

Cash sales. 

Sold goods to Miller & Son, for cash 


20,000 

15,000 

1,370 

450 

11,500 

4,000 

330 

250 
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Withdrew cash for private expenies 

Received cash from Oreen Bros. 

Allowed him discount 

Withdrew cash from bank. 

Cash paid to Black & Co. in full settlement 
Green Bros, become bankrupt. A dividend of ISi. 

in the £ is received from hit estate.... 

Paid sund^ trade expiensef in cash> 

Paid salaries by cheoue . 

Rent due to landlord .._•*_ 


„ 31 I Rent due to landlord .. ». ' aOO 

9. On 1st January, 1964, Mr. Suraj Prakash started his business with a 
capital of Rs. 22,000, He opened a bank account the same day and deposited 
Rs. 17,000. His other transactions for the month were as follows. You are required 
to pass journal entries to record all the transactions for the month. 

.Id64 ■ ■ " .'.' ' ' ''( ' its."" 

Jan. 2 Bought ofKirati Lai, goods .. J t0,600 

„ 3 Bought furniture and paid by dteque . j l.flOO 

„ 4 Paid cash for stationery . j 15 

„ 6 Sold to Ratan Trading Co. •. ■ ■ ’ 6,000 

„ 9 Cash sales. j 1,325 

„ 11 Bought of Thakur Das & Sons .. . I 

„ 13 Introduced hit private typewriter by Suraj Prakash for ; 3^000 

office use, the present value of typ^riter being Rs. 650 

„ 15 Cash purchases .. 280 

„ ,j Freight paid on purchases .. .. .. 5 

„ 16 Cheque Issued in ffivour ofKimti Lai in full lettlement.. 10,100 

„ 18 Sold to Malick Das ,, ,, .. 500 

„ 19 Received a cheque from Ratan Trading Co., in full 

settlement, discount of Ri. 60 being allowed to them .. 

,1 20 Goods returned to Ihakur Das & Sons for being delhcttve 300 

„ 24 Thakur Das allow a special allowance on goods retained 520 

„ 25 Malick Das becomes insoivent. A fint and Anai dividend 

is received from official receiver . 250 

>. 25 Payment made to Thakur Das & Sons after deducting a 

cash discount of 1%. 

,, 31 Depreciate furniture. 125 

n.fj 1. aaj% 


Paid salary .. 

Paid miscellaneous expenses 
Rent due to landlord 


10. On 1st March, 1965, Mr. Barkat All started a business. Journalise the 
following transactions entered into by him during the first week and post ^em to 
ledger. 


Gapital brought in ^ Barkat Ali ,. 

Bought ofReliance Trading Co. .. 

Sold to L«lman Chunna Bhai 
Purchases returned to Reliance Trading Co. 
Cash Sales 




Payment made to Reiianee Trading Co, .. 
Discount received 

Frelghtpaid .. ,, . .. 

'Palo for stationery. 

Received cash from Lalman Chunna Bhai 
Discount allowed 

Money withdrawn by Barkat Ali to pay off 
■ his private expenses .. ., 

Allow interest on capital .. 

Paid foe miscellanCoos expenses .. 
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11, The following is the Balance Sheet of Tirath Ram Tripathi as on 31st 
December, 1964. Pass the opening journal entry necessary to incorporate the various 
balances in his book for 1965. 


BALANCE SHEET OF TIRATH RAM TRIPATHI AS ON .31 ST DECEMBER, 1964 


LiabilHus 

Amount 

1 

Assits 

1 

! Amount 

1 

" 

Rs. 



1 Ri. 

Wages Unp.’iid. 

400 


Goodwill 

1,000 

Creditors .. .. .. .. 

29,600 


Machinery 

10,000 

M/s Trlpathi's Loan .. 

5,000 

1 

Furniture 

..! 3,000 

CapitarAccount. 

25,000 

i 

Motor Vehicle 

..1 9,000 



1 

Stock in trade 

15,000 



« 

Sundry Debtors 

..! 19,000 



1 

Cash in hand 

.. ; 3,000 


60,000 

1 

1 


I 60,000 


12. Record tlie following transactions of Mr. Mohan Lai Sood in his journal 
and post them to the Ledger. Ascertain whether your work is correct. 


1964 

April 




>» 

» 


ft 

ff 


II 


II 

II 

II 

II 


II 




Asutsx Cash in hand Rs. 240 { Cash at Bank Ri, S,000; Stock of 

Goods, Rs.4,000{ Kamal Kant, Rs. 2,180; Mahesh Manocha, 
Rs. 3,S80. Furniture and Equipment, Rs. 2,500. 

LiabilUiet: Naresh Narang, Rs. 1,800 

Banke Bansal, Hs. 700 Ri^ 


1 

2 

3 

4 
6 
7 
9 

II 

13 

IS 

.1.16 

48 

20 

J22 

23 

24 


26 

28 

31 

II 

l> 

II 

II 


Issued cheque in favour of Shashi Saxena to advance a loan 

Boughtof Naresh Narang .. ., .. 

Purchased a typewriter Irom Remington Rand on credit.. 

Cash sales made to Ganesh Gupta. 

Sold goods to Mahesh Manocha 

Purchased stationery for cash . 

Cheque received from Mahesh Manocha. 

Allovrcd him discount .. .. 

Kamla Kant pays in full settlement of bis account ., 
Cheque'received from Mahesh Manwha relumed by 
bank for having been dishpnoured < .. ■ 

Cash Sales ' .. ., . ,. 

Naresh Narang allows a special allowance for a defect in 

the ^ds .. .. . 

Mahem Manocha is declared insolvent. A flrst and final 
dividend of 50% is received from olficial receiver 
Goods sold to Baku B^aj .. .. ,. ,. 

Fresh capital introduced by the proprietor, deposited with 

bank .. . 

Bought goods of Banke Bansal 
Cheque issued to Banke Bansal 

Discount allowed ... . 

Goods returned to Banke Bansal .. 

Received from Oovil whose aceount was previously written 
Off .. ■ .. .. ., ,. 

Sold old newspapers .. 

Paid salary and wages by cheque . 

Paid for advertising In cash . 

Interest accrued on loan.. 

Rent due to landlord .. ., .. ., 

Dimreciate office fiimiture ® 2%. ^ 

Ailow interest oil,initial eapiml at 1% per mensem 


I 

I 

t 

j 

i 


4,000 

5,000 

920 

1,800 

800 

35 

780 

20 

2,100 

780* 

2,180 

250 


4,315 

5,000 

4,000 

4,113 

600 

23 

500 

400 

325 

























CJHAPTER IV 


The Practical System of Book-keeping 


Gash Book 

In a fuTO, the gieat majority of trjmsactions can be cliiyjilied mider three 
categories—receipts and payments of cash (casli meaning llnr hahinee at hank also), 
purchase of goods and sale of goods. The number of these transactions is usually very 
large, To journalize every transaction and then to prepare ledger accounts on the 
basis of the journal means large and unavoidable clerical labour. It is possible to 
prepare ledger accoimts without having to journalize all transtictioris. Uasically, titc 
system consists of recording one class of transactions in a scjiaratc bmtk or register 
meant for it. Then ledger accounts are prepared, as far i« possible on the* basis of 
periodical totals, say, totals for the mouth. Such a system is called the practical system or 
the English system of book-keeping. In this chapter, we shall consider ciish transactioas, 
although transactions with a bank will have to be postponed to Chapter X. 

Single Golomn Cash Book 

We have seen that all receipts of cash are entered on the debit sid(5 ol‘ the 
Cash Account and all payments of cash are entered on the credit side. In the previous 
chapter we noted that this task was completed on the biisis of journal entrle.s. 
But it should be possible to prepare the Gash Account straightway, that is to say, 
without having to journalize the cash receipts and cash payments, If a .separate 
register or book is allotted for the purpose of recording cash receipts and tash pay¬ 
ments, it is called die cash book. The method of preparing tiie cash book is not 
at all different from that for preparing the Gash Account, In fact, even the ruling 
of the cash book is similar to that of an account. The only thing to remember is 
that all receipts are put on the left-hand side or the debit side and all payments 
are entered on the credit side. Since the transactions are entered .straightway 
without journalizing, it is necessary to give an explanation of the entries made, in 
the cash book. A cash book prepared on this basis is called the Single Column Cash 
Book, because on both sides there is only one column for amount. Suppose the following 
are the transactions of a firm in the first week of June, 1964; 
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1964 

Tune 1 Commenced business with Rs. 25,(HHI. 
,, 1 Paid into bank, Rs. 20,000. 

,, 3 PuTchawd furniture, Rs. 1,000. 

,, 4 Purchased gonds fur cash, R«. 3,000 

,, 4 Sold ffoods ibr cash, Rs. 400. 

„ .5 Paid for stationery, Rs. 100. 

„ 6 Hold goods to Gupta for cash, R,s. 800. 

„ 7 .Sold old newspapers, Rs, 40. 


The ‘Cash Book’ is given below. The sluclciit will .sec ihai it tliirtT.s litllo IVfuu li 
Cash Account. It has also been balanced in the .same manner. It sitows that after all titc. 
transactions for the period have been recorded, there is left a balance of Rs. I,fl40. The 
next period begins srith this balance. This is what is meant liy “To Balance b/d Rs. 1,840“. 


Gnsh Book of. 


Dr. RECEIPTS payments CV. 




Vou- 


1 



Vmi‘ 

; 


Dale 

Piirliculan 

chtT 

Potto 

Amnunt • 

Dale 

Parliciilars 

clirr 

Polio 1 

Afumt 



JVb. 


Rs. j 



.Vo. 

i 

/<«. 

- - 

1964 




■ 1 

inw 



* 


June 1 

To Capital A/c 




June 1 

By Bank A/c 


i 


Amount intnv 





.Amount tleposili'd 


•i 


duerd as capital 



25,OUO 


in Bank 

1 

211,(100 

4 

To Goods A/c 



2 

By furniture A/c 

- 



Sale of goods, Cosh 



1 


furniture 




memos ». 



400 


purchased, 


! 


6 

To Goods A/c 





Cash inrmf) No... 



1,000 


Sale of goods to 




4 

By Goods A/c 


1 



Gupta for cash, 





Purchase of goods 


/ 



memo No. 



800 


as per Cash memo 


i 


, r. 

To Miscellaneous 





No. 


1 

3,000 


Receipts A/c 




* 

By Stationery A/e 




.Sale of old news- 





Purchase of 

' 

' 



papers 



40 


stationery, Gash 









memo No. 

! 

tot) 






5 

By Rent A/c 

' 







1 

Rent paid tor 

i 

300 






7 

By Balance c/d .. 

1 

1,840 





26,240 



1 

26,240 

June 8 

To Balance b/d .. 



’i’IbTo 



i 



To repeat, the cash book is balanced just like the Gash Account. The credit side 
will always be shorter (since it represents payments) than the debit side which records 
receipts. Obviously no one can pay out more cash than he has or receives. The two sides 
of the cash book are totalled every day or every week, if desired, and the excess of the 
debit side over the credit side is put on the credit side .saying “By Balance c/d*’. Then the 
total is entered in both the columns opposite one another between two Hues. After the 
totals have been written the difierence i,s pul on the debit side also saying "To Balance 
b/d”. This means tltc balance on hand in the beginning of the period. This amount actually 
represents the cash on hand and the cashier must be able to produce this amount on 
demand. In fact, it is a good practice to check the actual cash balance with the cashier 
and compare it with the balance shown by the cash book. This will keep the cashier well 
up in his work and also prevent him from using the cash for his personal purposes. 
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Cash Discount 

Usually firms give credits to customers and encourage titem to pay them iit time 
by offering them a small discount if they pay within the credit period. For instance, the 
terms may be that if a person pays within 30 days, he will be allowed a cash cHscount of 
3%. A customer who purchases goods for Rs. 500 will, be entitled to a discount of Rs, 15 
if he pays within 30 days, i.e., he will settle his account by paying only Rs. 485. .Such 
discount is known as cash discount and one should realize that such a discotmt cannot 
arise unless payment is actually received. It is quite possible that if the practice of the 
firm is to allow cash discount, almost all receipts from the debtors will he accompatiicd by 
discounts allowed to them. Similarly, suppliers of goods to the firm may also allow cash 
discount if the firm pays promptly. A number of payments to suppliers will thus be 
accompanied by discount allowed by the suppliers or discount received by the firm. 

It is very convenient to put one or more columns on both sides of the cash Ijook to 
record the cash discounts rather than journalize entries for discounts. Provision of 
such a column will avoid the journal entry for discount and thus save clerical htxjur. The 
nature of the discount columns should be dearly understood. They are provided only 
for the sake of convenience so that we know how much discount has been allowed by the 
firm and how much discount received by it during a particular period. Tlie total of the 
discount column on the receipt side will show the discount allowed by the firm and the 
total of the discount column on the credit side of the cash book will show the discount 
received by the firm in that period, These two eolmns m nmr balmued. They arc merely 
totalled. Then they are entered on the proper side of the Discount Account, The total of 
the discount column on the receipt side, representing loss, is entered on the debit side 
of the Discount Account and the total of the discount column oft the credit side of the 
cash book, representing gain, is entered on the credit side of the Discount Account. The 
student can sec how clerical labour is saved. If during a month discount is allowed to 
25 customers, the discount column in the cash book will provide the total and only one 
entry need be made in the Discount Account. But if journal entries are required, then 23 
entries will be made and the amount will be entered 50 times in the ledger itself, 25 times 
on the credit side of the various customers’ accounts and 25 times on the debit side of the 
Discount Account. 
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Posting the Cash Book or Preparation of Ledger Accounts 

The ledger accoviuis are preparecl after the cash hook is written up, ICntrics on the 
debit side of the cash botdt represeiil amounts rcctfived .iiid ftom this side the various 
ledger accounts will be credited. For instance, if Seth pays Rs. 'IfH), tin; nnntunt will be 
written on the debit side, of the ctish bof)k, .saying “To Seth'. Fiiis will show that the 
amount has been received from S(!th. In the ledger, Seth s ae,count will be r.reilited with 
tills figure. Similarly, if old furniluro has been sold for Rs. tiOO, the entry will have been 
made on the debit side of the cilsIi hook, saying “To Funiitmt; Rs. 600“. 'I'liis will sliow 
that this .sum has been received because some liiniiture lias been givim up or disposed of 
Therefore, on this bast®, the Furniture Account will be credited. Another entry may be: 

“To Interest Account Rs. 900”. This .shows that Rs. 900 has been received on accouni 
of interest. Therefore, Intere.st Account will be credited, We can make a general rule 
tliat from the debit side of the cash book vm-imis accounts will be credited with the 
amount shown in the amounts column. lint one should note th.vt dm person to whom a 
cash discount has been .allowed (the amount of the discount will l)n nitercd in the dis¬ 
count column) will have to be credited not only for casli actually p;ucl by liiin but also 
for the discount allmved to him because to that extent lii,s li.diility to pay is fmi.shcd. 
Therefore, in the case of personal accounts the amount to be credited from the debit 
side of the cash book is the amount actually paid by him and the di.scount allowed to him, 
Suppose in the cash book the entry stands like this: 

To Nanda Discount Cash 

■ “30"' ' 720 

This means that Nanda has paid Rs. 720 and that R.s. 30 has been allowed to him 
as discount. Nanda’s Account will be credited with Rs. 750. 

It has already been stated above that the total of the discount column on the debit 
side of the cash book has to be debited to the Discount Account. The total of the credit 
side of the discount column is credited to Discount Account. We illustrate below the 
posting of the debit side of the cash book: {See table page ^rj) 

The credit side of the cash book shows why ctuh has been paid out. The names of the 
accounts will be mentioned. Therefore, these accounts will be debited. Suppose the entry is; 

By Furniture Account 800 

This means that Rs. 800 has been paid and furniture has been acquired. Furniture 
Account will be debited with Rs, 800 saying "To Cash R.s, BOO”. Anotliw entry may be 
"By Rent Account Rs. 400”. This means that Rs. 400 has been paid to the landlord as 
rent. Rent Account will be debited with Rs. 400, saying "To Ckcsh Rs. 400”. In case of 
payment to creditors, discount may also be received. The amount of the discount wlU 
have been entered in the discount column. The crcdilor will he debited not only with the 
amount actually paid to him but also the discount allowed by him. Suppose an entry ^ 
on the credit side is: 

"By Akbar & Sons Discount Cash 

15 ^ 485?’ 

This means that to Akbar & Sons a sum of R-s. 485 is paid and that they have allowed ft..' 
•Bstovint of Rs. 15. Of course, we can put up separate debits in their account; but it'is- 

4 : 
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better to debit Akbar Sons with Rs. 500, saying * lo Hash ami Disr.oum". dne may, 
therefore, say that from the credit side of tlie CJa'ih Hook tiir vaiioiH arnmnts (oucerned 
should be debited. In ca.se of pcrstinal aceoimts tlwi iiinoimt to ho ik-intnl is tlm amount 
paid plus the discount received, if any. It has aliTatly Ijrcn poiiilr-el oni fli.tt th<‘ total of 
the discount column on the cicdit .side of the cash Ijook will bi> rrcditrd ir> Discount 
Account representing total cash riisentmts allowed V>y tlin creditou,, 'riio postijii^ of the 
credit side in the cash book i.s .shotvn below: 


Dr. 


Cach Book (Credit 8td« only] 


Date 


1964-1 

Jan. 

J] 

if 

a 

11 


Parlieulars 


2 

3 

4 

5 

6 


By Stationery Account 
By Mohan Itam & Co. 
By Investments A/c. 

By Naik Bros. 

By Goods Account 


; Fbufto I Fo/i'a 

1 ' 

} i 


i 
( 

I 

J_ 


/)iV DunI 


Shi 
- **tn 


AV. 


-AittA 

*200 

tfl2» 

SSino 

•■400 


£>r. 


LEDGER ACCOUNTS 
Stationery Accenat 


Cr. 
















Inveatmente Account 


Jan. 4 j 

To Cash 

1 

thocojl 

Nails Broa. 


i! 

1964 1 

Jan. 5 1 To Cash & Discount., 

1 


§510 

Oooda 

Accoimt 

1 ! 

! -j 

1964 

Jan. 6 

To Cash 

1 

D 

11400 

lacoani 

Accoun 

t 

1 






" 1564 

Jan. 6 

By Discounts received 
os per Cash Book.. 

1 



* 11 § II ** These syinhola indicate posting of the entries from, the credit side of the Ceah Book to 
the Ledger Accounts, 
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niustration 4 


On 1st Januaiy, 1963, Kiimar had Rs, 740 in hand. During th(i first 
January his cash transactions were as follows: 


Jan. 2 


1) 


4 


ti 


5 


» 


G 


Drew from bank fur me in oflice.. .. .. .. 

Vaicl .salaries and wages .. . 

Paid rent fni December, 1963. 

Received from Wahid 
Discount allowed lo him 

Cash sales . .. . 

Sent to Bank .. 

Paid to Ram (in full settlement of amount due to him Rs. 410) 

Goods purchased for cash. 

Purchase of chairs 

Received from Lohia against a debt previously written off as had 

Paid tiavelling expenses to salesmen. 

Received from Akbar (in full settlement of his debt of Rs. 450) 


week of 


Rs. 

(too 

540 

130 

530 

20 

200 

400 

39' 

150 

140 

250 

150 

430 


Prepare Double Column Cash Book. Also post the ledger accounts. (6V 


■c table pa^e 5^) 


LEDGER ACCOUNTS 


Dr. Bank Account Cr> 


1963 
Jan. _1 
3 

To Balance h/d .. 

To da.sh 


Rs. 

400 

Wahi 

l!lb3 
Jan. 2 

d 

By Cash 

1 

1 

MOO 

196J " 
Jan. 1 

To Balance b/d 


? 1 

1 

Goods Ac 

1963 1 

Jan, 3 By Gash and Disrnimt 

i 

count 


530 

1963 
Jan. 1 
4 

To Balance b/d .. 

To Cash .. 

Bad D 

? 

150 

cbts Recos 

1903 
Jan. 3 

rcred Ac 

By Cash .. 

count 


200 




. 1963 

1 Jan. 5 By Cosh 

li 1 

Akbar 

-jr-- 

|! 250 

ii 

1963 
Jan. 1 

To Balance b/d 

1 *450 

Salaries & Wa{ 

1963 
jjan. 6 

1 

;ca Accoi 

By Cash and Discount! 

lUt 

430 

1963 
Jan. 2 

To Cash 


540 

Rent Ac 

count 




1963 
Jan. 2 

To Gash 


1.50 






* The problem states that Akbar pays in full settlement. Henee Rs. 450 must have been due 
from him. 


National Tnst’tu'c oP FdmJfctlOk 
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71 To Balance b;d .. 1.1125 
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Ram 


1555“ 

Jan. 4 

To Cash and Discount 

li i: ises i 

!| 410 |i Jan. 1 IBy Balance h/il 

■i 1 

Furniture Account 

1 

1 

) 

410 

1963 
Jnn. 1 
4 

To Balancr b/il 

To Gash ,. 

Tmv 

140 

slUngEupe 

1 

1 

1 

1 

uea Account 

i 


nigr" 

Jan. 5 

To Cash 

1 

ISO II 1 ! II 

'1 1 !' 

Diflconut Account 

1963 
Jan. 6 

1 

To Discounts allowed; 
as per Cash Book .. 1 

1 

I 

40 

-jggj 1 - 

Jan. 6 By Discounts received. !' 

as per Cash Book ..{ 'j 11 

1 1 i 'i 


Petty Gash 

Usually a firm luu. to make a very large numbei of small payments like cartage, 
telegrams, conveyance, etc. The cash book will become unwieldy if all small payments are 
entered directly in the cash book. Therefore, the usual practice is to appoint a person, 
called the petty cashier, and to give him a certain sum of money out of wliich he makes all 
such small payments. Of course, a limit is fixed for him. It may be that lie is allowed to 
make payments only up to Rs. 25, beyond which the payments are to be made by the 
main cashier. If the fii-m is not big enough to warrant a separate petty cashier, the task 
may be entrusted to the cashier himself who would nevertheless keep petty cash 
separate from the main cash. There are various methods by which petty cash can be kept. 
One simple method is for the cashier to record all petty cash payments separately and then 
periodically, say once a week, to enter the total amount paid on the credit side of the cash 
book, saying “By Petty Gash Expenses”. 

Whenever the amount set aside as petty cash is exhausted it would be replenished 
from the main cash. Of course, when the main cash is balanced the balance shown by it 
will be equal to the amount of main cash on hand plus the amount of the petty cash minus 
petty expenses incurred but not yet entered in the cash book, This system of maintaining 
petty cash is, however, faulty. 

Imprest System of Petty Cash 

A good method of petty cash is the imprest system. Under this method a fixed sum 
of money is handed over to the petty cashier right at the beginning. Out of tliis the petty 
cashier makes payments. At the end of the week he will take his petty cash vouchers 
together with the petty cash book to the main cashier who will check the vouchers and the 
entries in the petty cash book and total the expenses incurred. The main cashier will then 
hand over an amount equal to the amount spent so that the petty cashier will begui the 
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next period also with the iked amounl. .Suppose Rs. UJU is iixed. In one \v«ek the petty 
cashier spends Rs. 70 thus leaving a hcilanec of Rs. 30 w'lih him. At thi end fjf the wecltj 
the main cashier will pay him Rs. 70. Next week the i)t.-tiy (lashicr will a|,Min have Rs. 100 
and this will happen week by sveek. All cxpcnsc.s are recorded in th(‘ “Petty Clish Book” 
and periodically totalled. Whenever an amoniU is p.iid out ns petty cash to the petty 
cashier. Petty Cash Account will lie debited. Ofcnui.se,, the amount paid will he rt'cordcd 
on tlie paymeniLT(S^sidc of the Cash Book. The expe.tises iiienrred as shown hy the petty 
cash book and petty cash vouchers will be debiteil to Petty Ikpenses Ace.(tnnl and eredited 
to the Petty Cash Account. The balance in the Petty C.vsh Accmmi will represent actual 
cash in hand with the petty cashier. The Petty Cash Account is ilhistr.ited below; 


Dt. 


Petty Cash Account 


1964. 



Rs. 

l!)li4 

i ■ 

Jan. 1 

To Cash 


lOI), 

Jan. 6 

Py Pfliy IXprjisrs A.f: .r 

8 

To Cash 



13 

lly I’clly Kspfii’ici 'r., | 

15 

To G.ssli 


72 

28 

l)y Polly 

22 

To Crull 


67 

27 

lly Polly Ksponst ^ .‘\|'e,.{ •<, 

29 

To Cash 


7B < 

31 

By Polly KxpvnM''; .V ,’o,.,, 




1 

31 

By Ilatuiioc c/tl 


Rs... 


382 


: 

} 

Feb. 1 

To Balance b/d 

ir ¥ 


' } 

^ 1 


Ur, 

“liT 

n 

it} 

7B 

32 

G8 

3H2 


The Petty Cashier should have R.s, 68 with him on 31st Jauu.»ry, 1964. 
The Petty Expenses Account will appear as foliow.s; 


Petty Expenses Account 

Dr. r>. 


1963 



Rs, 


n 

Jan. G 

To Pelly Cash A/c 


65J 


i 

,, 13 

To Pelly Cash A/c 


72 



.. 20 

To Petty Cash A/c 


67 


' 

» 27 

To Petty Cash A/e 


78 


. 

31 

To Petty Cash A/c 


32 


) 

1 


Analytical Gash Book 

We have seen above that all expenses paid out of petty cash will he tlchited to 
Petty Expenses Account. This is rather undcsiruldc because it is better to tiniilysft the 
expenses and debit the proper accounts. It can be easily done by providing a iitimber of 
columns in the petty cash book—one column for each exp(!use. Whenever paynicnts are 
made, the amount will be entered in the total colnmas as well as in the columu meant 
for that particular expense. Thus at the end of the week tlic total of each column will 
show the nature of the amount spent and then the proper account can, be debited. This 
is done through a journal entry. On the extreme left-hand side of the Petty Cash Account 
a column is provided to record receipts from thc main cashier. After this column there are 
other columns for date, voucher number and reference. Then there is another total 
column to record total expenses. After this the various columns for expenses will come. 
The rulmg is given below: 
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Petty Cash Book 


AmounI 

Received 

Us. 


Dale 

Voucher 

Parlkulars 

Total 

Rs. 

Postage 

Rs, 









Cartage 

Rs. 




It is possible to have an analytical cash book in any case. But it Ls usual that when 
there is an imprest system of petty cash, there is also an analytical cash book, 

lUustratiou 5 

A petty cashier received Rs. 100 as petty cash imprest on Monday the 3rd January, 
1964. The following payments were made: 


2 TcleBrarn."i .. . . 

3 Purch.ised stationery .. .. ,, .. ., .. .. 

3 Conveyance for manager .. ., .. .. .. ,, 

4 Postage stamps purchased .. .. ,, ,. ,. .. 

4 Repairs to furniture. ,. ., 

4 Telegram to salesman at Kanpur. 

5 Rleciricity bill for December .. 

5 Cartage lor goods purchased. 

6 Conveyance .. .. . 

6 Stationery . 


Prepare the analytical petty cash book, give the necessary journal entry and 
prepare the petty ca.sh account, (See table page 56 ) 

The Journal entry will be: 


7 Postage & Telegrams A/c ., 

Stationery A/c.. 

Conveyance A/c. 

Repairs A/c .. . 

Electricity A/c .. 

Cart^e A/c 

To Petty Cash Account. 

Various expenses incurred out of petty cash as per 
Petty Cash Book up to January 7, 1963. 


The Petty Cash Account will appear as under: 

Petty Gaati Account 





To Cash 


8 To Balance b/d 
8 To Gash 




1963 
Jau. 7 




































LimON^ 
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EXERCISE IV 

1. Shankar maintainh a Single Column Gash Book which is Iialanced every week. 
On 12th April, 1965, his Ciush Book showed a balance of Rs. .565. Enter the following 
trarSactions conducted during the week in'his Cash Book, 


190.') Rs. 

April 12 Received froni M, y»shwiuiaihan, tt debtor .. . .. .. 214 

Purchased Htatiniiery for cash. 13 

Paid to Mahesh Cliand Ohandel. ,11 

„ 13 Kailash Bajpal pays cash ,. .. . 11.1 

Received rent from tenant 100 

„ 14 Municipal taxes paid in c<isli. 2B 

Paid intere.st on loan. .. 75 

„ 1.1 Amount withdrawn from bank for 115 c in office . 300 

Cash Purchases. 984 

„ 16 Paid O. P. Nayar cash. 103 

,, 17 Received damages from liombay Howrah Road Transport Co. ->.. 150 

Cash Sale.s .. .. . 398 

Withdrawal of cash by proprietor fur liousehuld expenses .. .. 200 









[Am. Cash balance, Rs. 3811,] 

2. Compile a Single Column Cash Book for Rchman from the following transac¬ 
tions, passing journal entries, for discounts. Prepare Disconnl Account also. 


I Cash Iialancc in liand. 

Paid into hank. . 

Received from Best & Co. 

Discount allowed . 

3 Paid Sunder Lai casli. 

Discount rccoivcd . . 

Mohan Bros, pay cash 

4 Cash received from Sitalwar Co., Ltd., after allowing a discount of 

Rs. 19.,. 

Payment made to Mohd. Yunus for wages .. 

K. Mciioii pays cash.. 

Discount received by him . 

1 Cash purchases. 

Payment made to Uadu Dayal, a supplier. 

Discount received from him. 

G Cash sales . 

Salary paid 

Paid electricity bill .. . 

7 Received from Swan & Co., Ltd. 

Discount allowed to them . 

Paid trade expenses in casli. 

Bought stationery for cash.. 

Telephone bill paid in cash. 

Postage stamps purchased . 


Cash balance, Rs. 401, Balance in Discount Account, Rs. 2 (Cr,)] 

3. Prepare a Double Column Gash Book from the data given in. question No. 2 
above. Show Discount Account also and state the difference you find as compared to 
question No. 2. 

[Ans, Discount Columns of Gash Book—Dr, Rs. 68; Or. Rs, 70] 

4, From the following transactions of Tom, write up Gash Book with Cash and 
Discount columns; 
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Oct. 1 Cash balance in liand .. .. .. .. 1^7 

Withdrew cash from li.ank . . 130 

Paid waRi's ami salafKi .. .. .. .. .. .. 

Paid lent. . .. .. J2 

Cash pill chases .. .. .. .. .. .. .. <)] 

Paid £. Goddard cash .. .. .. .. ., . ,. 

Discount allowed by hint .. .. .. ) 

„ 2 K. Kanhai pay.s cash. . . . Ij 7 

Discount received by him . .. .. ,, 2 

Cash paid to A. Miller .. .. . 29 

Discount receivcfl .. ,, .. .. ., ., .. 2 

bought stiitiunery fiji cash. .. .. ,. 

„ 3 Paid W, Hall casli .. ,. .. 72 

Discount received . 3 

Murray pay.s cash _. . 2<t3 

Discount allowed to him .. .. .. .. j ] 

„ S Interest received in cash . jg 

Purchased furniture for casii .. .. .. . 

R. Rac pays in settlement of an account of Rs. .. 2 It) 

ij 6 Tom remits money to Suhnnon after dediK ling a distmint ol Us. ir*“ nnr, 

I, 7 Cash sales .. 2(1 

Miscellaneous expenses paid .. .. .. ,, .. 4 

lAns, Cash balance, Rs. 157; Bisroimt—Rs. 2:5, Cf. Rs. 21.] 

5. On 1st February, 1904, llie Dtmbiu Coluinu Clash Honk ni W'hiitt .showed 
a balance of ILs. 8,689. The same day he brought in Rs. 10,01)11 ns adtlitlonal fitpilal out 
of which Rs. 5,000 were deposited svith bank. His other cash iransaciioiis for tin; mtauli 
were as follows. You arc requiriHl lo write up Gash Bmik and post it iti Liulger, 


Paid B. Black cash .. ., ., ., ,. 

Discount received . 

Purchased inacliiiiery for cash .. .. ,, , \ [ 

Sent money to G. Giccii .[ 

Money order commission paid ., ,. ,. ., , | | 

Discount allowed by G. Green ., ,. .. .. ” , 

Received cash from Y, Yellow, a debtor 

Discount allowed . ] ' 

Received a value payable parcel containing goods m trade ! [ • 
Gash paid to P. Purple .. .. .. ! 

Discount received ,, .. .. . 11 j 

Interest received .. .. ., [, '/ \\ 11 i 

Payment received from O. Orange ., ., .. .! 

Discount allowed . | 1 

Paid electricity bill.”, .' | j ’ j 

Paid telephone bill .. .. .. ” \\ || ■ 

Paid miscellaneous trade expense* .. , ' 

Received claim from Y. Yellow for defective goods, .settled by i 

payment in cash . .. i 

Withdrew cash from bank . ” [ | | j i 

Further cosh received from Y. Yellow ,. ,. ’ ] * * ' 

Discount allowed ,, . ' | ] 

Received a sum previously written off SI* bad ! ! !! * 

Paid salaries and wages . 

Paid for advertising. .. 

Paid rent.. ,, ,, ” |.| 

Drawings by proprietor ,. ! i ] ‘ 11 ” “ j 

Cash sales at branch for the month .. .. ' 


for the month 


[Ans. Gash balance,'Rs. 6,454; Discount—Dr. Rs. 42, Cr. Rs. 99] 
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6. Explain (a) the Imprest system of Petty Cash and (b) the Analytical Petty 
Cash Book, giving suitable examples to illustrate your answer. 

7. Examine the following statements and state which of them are not true: 

(a) Clash Book caaitol show a credit balance, 

(b) Discount allowed cannot exceed discount received. 

(c) Periodically ’Amount’ a.s well as ‘Discount* columns of Cash Book aore balanced, 

(d) When there is a Cash Book, Cash Account i.s not maintained in Ledger. 

(e) In case a Double Column Cash Book Is maintained, no Discount Account is 
prepared in Ledger. 

(f) Under Imprest System of Petty Cash, the Petty Cashier has to spend the same 
amount of money, period after period. 

(g) A petty cashier starts every month (or other period as desired by his concern) 
with llie .same amount of cash in hand. 

(li) A separate cashier—called the Petty Cashier—is a must for Petty Cash System. 

(i) The Analytical Petty Cash Book is maintained in a concern only when the 
Imprest System is in operation. 

(j) Just like the Cash Book, the Petty Cash Book forms a part of the Ledger. 
[Wrong suitcnierit.s—b, c, o, f, h, i, j]. 

8. In a concern, the petty cashier \va.s given Rs. 175 on Monday, the 1st June, 
1964. During the week he paid for the followmg expenses: 


1964 

June 


n 












Rs. 

1 

Printing charges in respect of letter heads .. 


4 

12 


Revenue stamps purcha-sed for payment of wages ,. 


■ 

3 


Telegrams sent lo siuppliers. 



fi 


Cliiriagc paid an gacids supplied to customers 



10 

li 

Dus fare to salesman 



2 


Purchased stationery from Modem Statiuners 



13 

3 

Taxi fare for manager's trip to the city 



11 


Postage stamps purchased 



If) 


Paid lor rubber stamps .. 



6 

4 

Purchased a lock for new godown 



B 


Repairs to typewriter.. 



5 


Electricity bill for the last month . 



22 

5 

Refreshment lo customers . 



3 


Telegram sent to Branch . 


* 

2 


Wliitcwashiug of new godown . 


« 

14 

G 

V/ages paid to coolies for shiftiug goods to new gudown 



15 


Bus fate lo salesman. 


, 

2 


Wages paid to casual workers. 



III 


Prepare an Analytical Petty Cash Book assuming that the Imprest System is in 
operation, Abo pass the journal entries necessary to record cash receipts from the Head 
Cashier and various expenses incurred during the week. 

[Am. Petty cash balance, Rs, 9]. 
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The Practical System of Book-keeping—II 


Banking Transactionii 

A good banking Hystcin is essential lijr any tyjie ol CLUfioniy tliCir: days. In 
India there are quite a large number of bmiks. The more notable ones are; The 
State Bank of India, The Central Bank of India, The Punjab National Bank, 
The United Commercial Bank, The Bank of India, The National & Grindlay's Bank, 
etc. There is also the Reserve Bank of India but it acts as banker only to the Government 
and to banks. 

A bank deals in money. It receives money from the general public or from 
business limis and other institutions on the promise titat it will be returned to 
them according to the arrangements made. Borne people deposit money for a iixed 
period and tltey are paid interest at a fixed rate when the money is ittturncd to them 
after a stipulated period, Such deposits arc known aa 'fixed deposits’. Others 
make deposits and accept restrictions regarding their withdrawal For instance, 
they may agree that during a week they svill not withdraw more than a certain 
sum or a certain proportion of the deposit or that they will make withdrawals only 
once or twice a week. On such deposits also the bank allows interest although 
at a niuch lower rate than that allowed on fixed deposits. Such deposits are known 
as 'savings bank accounts’ or 'savings bank deposits’. Fixed deposits and savings bank 
depoats are also called 'time deposits’ since they are not payable exactly at the will 
of the deposit-holder. 


Many people, but almost all business houses or other institutions, who require 
money very Ifrequently have another arrangement with the bank. They reserve the right ■ 
to withdraw any amount of money any number of times —• of coume, subject to the 
maximum of the total deposit made by them. Banks do not allow any interest on such j 
deposits, On the .other hand, they make a small charge (called bank barges) for main- -s 
taining such accounts. This is because in such a case the bank is really acting as a sort atfi 
cashier for the deposit-holder. It receives money whenever it is deposited and it has to pay I 
ou,t whenever it is demanded. Such amounts are known as ‘current accounts* and arc also^ 
know as'demand deposits’. # 
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Services Rendered by a Banb 

Banks not only receive deposits but they also make the money available to tliose 
who require it. That is to say they lend money to tlio.se who need it. The receiving of 
deposits and the lending of money is really what is meant by .saying that a hank deals in 
money. It is this double function that makes the bank such an important and vital factor 
in the smooth functioning of the economy. It gets money from those who have money to 
spEire and have no immediate need for it. It lends money to those who do not have it but 
require it. Thus those who have money earn some income, and those who need it arc able 
to have the use of it. This enables industry and commerce to grow. If there were no banks 
it would be impossible for industry and trade to flourish on such a large scale a-s it docs in 
these days. In the absence of banks, a man would be able to conduct business only on a 
scale permitted by his own resources or the resources of his immediate relatives or friends. 
But with the functioning of banks it is possible for money Iielonging to a person to he used 
by an entirely unknown and unconnected man. 

Besides receiving deposits and lending money, a bank also pcrloinis a number of 
other very useful functions. These are as follows; 

1. A bank has large sums of money at its disposal and it always will make, invest¬ 
ments in Government securities and shares and debentures of companies. Therefore, it 
enables the Government and private enterprise to have funds for long periods. Moreover, 
the holding of securities by a bank is an important support to the stock exchange. With the 
absence of such important buyers as banks, the market for securities would surely not be as 
active as it now is. 

2. A bank permits a business house or any other institution or person to carry on 
work without having to handle large sums of money. Only a small imprest will enable the 
Arm to make tlie immediate payments in cash. All large payments above a certain %urc 
are made through the bank. The batik receives the money and keeps it .safe and pays 
according to the instructions of the deposit-holder. It avoids misappropriation and loss 
of fimds. 

3. Payments are made by cheque (we will discuss below what a cheque is). This 
constitutes a permanent proof of the payment having been made to the party 
concerned. 

4. A bank discounts bills of exchange or hutidies. In other words, it immediately 
pays cash to the person holding a Aandi even though the payment on the kundi may 
be due only after two or three months. Thus the person who accepts the fumdi docs 
not have to make payment immediately hut the person who holds the hvndi is able to 
convert it into cash immediately. 

5. Remittance of money from one place to another is made cheaply, quickly and 
safely through banks, 

6. A bank offers facilities for safe custody of important documents, investments, 
etc. A person can deposit his securities with a bank and can take them out whenever 
he wonts. In the meantime, the bank will also undertake to collect the'interest due and 
pay it to the holder of the securities. The bank makes only a small charge. 
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7. Many banks maintain or provide faeditifs for Irjrkers. A locker is nliotlefl to 
a person on a small annual rent and the bank makes specia! auansfincnts tn i'n,nie 
that only the rightful man is able to open it. A per-iou can keep .’uiytbiiig in the locker 
without anyone else knowing svlrat it is. Even lire h.ink will not knr»w wh.il is iicirig kept 
in the locker. 

8. A bank offers facilities for making iiivestmeiils. It gives goral .ulvne hj a 
person as to what securities .sliould be purdused lioin the pniut ttf view oi s,j|(;ty as 
well as yield. Moreover, the bank will carry out instructions regarding purchase and 
sale of securities. 

9. A bank handles document-s of title to gootls, holli in internal trade and cxltuTial 
trade. For instance, if goods are sold by A in Madras to B in Gulciitla, A may haiul over 
the railway receipt to the bank svith instructions lh.it the r.iilw.iy receipt will he h.‘indcd 
over to B only if B pays the amount or accepts a proper hill of cxdi.iuge, will thus be 
sure that the property in goods will not pass to B unless p.iymeut is ri'ccis’-cd 'or unless B 
has made a proper promise to pay) and B will he sure that when he in.iktts a payment he 
will receive the documents entitling him to receive the. goods. In the s.ime, way, wltcn 
goods are exported, the exporter can hand over tlic hill f»f lading aiul fdher necessary 
documents to the bank and can be sure that his interests will be safe., .Simll.«'l>, the imiiorter 
can also feel assured that he will not be making a payment without receiving proper 
documents of title. 

10. A bank issues circular le.tto of credit. 'J’Ids tniahles a person to 
travel from place to place and get money in those, places without having to carry 
it with him. 

11. A bank also undertakes to make regular payments on behalf of 
its clients. Thus the client need not have the worry of making p.ayments at the 
right time. 

12. A bank renders or carries on guarantee business al.so. It is willing, for a com¬ 
mission, to stand as surety for its clients. This guarantee is given cither by signing a 
guarantee bond or by endorsing a bill of exchange or even issuing its own bill of 
exchange in favour of the creditor. 

Opening an Account 

We have already mentioned above the types of accounts which arc maintained by 
people with banks. In case of fixed depo.sits a person writes a letter to the bank expressing 
his intention to make a fixed deposit. He tenders the money and a fixed deposit receipt 
will be issued. On the production of the reciept at the proper time duly signed by the 
holder, the bank will repay the amount together with the interest. The receipt is the only 
evidence with Uie deposit-holder. In tire case of savings bank deposits the dcpo-sit-holder 
has to fill up a form which is in the nature of an application to the bank. He has to give 
various particulars regarding himself. Of course, money has to be tendered to enable the 
bank to open the account. 

In the case of current accounts a form is to be filled. But, in addition, there must 
be an introduction by a person known to the bank. Usually introductions 'will be accepted 
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oiily from those who already have a current account ^vith the bank. Without .stich 
instruction a current account will not be opened. Of course, money must also be tendered 
for opening the account. 

Ill all cases specimen signatures have to be provided and the b.ink will keep them 
cai'efully filed for use at the proper lime. Needless to say, at the time of withdrawals the 
signatures will be compared with the specimen signatures and payimait will u<it be made 
if the signatures differ. 

In case of partnerships, the bank will require a copy of the partnerslu]) deiul 
and a copy of resolution of the partners regarding authorization to operate the 
account. In case of joint stock companies, copies of the Memorandum and Articles 
of Association have to be filed with the bank. Also, a copy of the resolution of 
the Board of Directors regarding the opening and operation of the account will have 
to be filed. 

In case of savings bank accounts and current accounLs the b<mk will issue a small 
booklet which is known as the pass book. In that booklet the bank will regularly note the 
various transactions between the bank and the client. The balance shown by this booklet 
is a proof that so much money is held by the bank on behalf of the client on that partienUr 
date. Some banks send regular statements showing the various transactions in a month 
between the client and the bank. They do not issue pass books. 

Deposits and Withdrawals 

Deposits are made in a bank through what are known as pay-in-.slips. TItese arc 
forms freely available at the bank, A person wanting to deposit mtrney has to fill it up 
and present it with the money to the bank’s cashier. It has a counterfoil also and the 
cashier signs it together with the stamp of the bank. This counterfoil is then given to the 
depositor. It is proof that the bank has received so much money. Below is given a form of 
the pay-in-slip. 

Separate pay-in-slips are usually required for paying cash and for depositing 
cheques. Local cheques and outstation cheques, too, have to be presented with separate 
pay-in-slips. {Sec pp. 64 & 6j.) 

Withdrawal of money from the bank is made through cheques, although in the 
case of fixed deposits the discharged I'cccipt is the basis on which money is withdrawn. 
In the case of savings bank accounts the bank may also have special withdrawal slips 
which the account-holder has to sign. But in the case of current accounts, and mostly in 
case of savings bank accounts, withdrawals arc made these days through cheques. A 
cheque may be defined as an unconditional written order on !i bank to pay a certain sum 
of money to a certain person or his order or to the bearer, Tlie ‘order’ has to be made, 
generally, on forms supplied by the bank. Such orders are cheques. The order can naturally 
be made only by a person who has money at the bank. Below we give a form of the cheque; 
{See page 6 g) 

As the student will notice, the name of the bank is prominently printed. Also, 
there is a number. The account-holder has to fill in the date, write down the name of the 
party to whom money is to be paid and also write the sum once in words and once in 
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Accountant Clerk Arcourituc. Majwg^-r l!v 
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figures. The cheque must naturally be signed by the account-lioUler. The person to whom 
the cheque is given will present it at the bank and the bank will m.dtc the payment. A 
cheque may be made out to a party or bearer. In this case the cheque is called a “bearer 
cheque’ and can be presented for payment to die bank by the party named in the cheque 
or by anyone else holding the cheque. It is not necessary that the party ,sho\ild issue any 
receipt or sign its name at the back of tlie cheque. Usually, Itowevcr, the holder is asked 
to sign at the back of the clicquc while claiming payment. A cheque ni.ay also be made 
out to a party or order. In this case it is known as 'order cheque*. Tiie bank will make 
payment to the party or according to the written imtructions of the party at the 
back of the cheque. In all such cases the bank has to be satisfied regarding the 
identity of die person claiming payment. That is to say, identification to the satisfaction 
of the hank will have to be made. A cheque may be crossed. Crossing is done by drawing 
two parallel lines across the width of the cheque or across the top left-hand corner. The 
effect of crossing is that the paying bank will not make the payment in cash across the 
counter. It will only hand over the money through book entries to the bank of the party 
claiming payment. 

The following points should be noted while drawing a cheque; 

1. A cheque must be properly dated. ' 

2. The bank will refuse to make payment on a cheque if it is presented before 
the date appearing on the cheque. For instance, if the cheque bears a date of 
10th July, 1964, the bank will not make payment on this cheque before this 
date. Such a cheque is known as post-dat^. Also, a bank svill refuse to make 
payment on a cheque bearing a date more than six months old. For instance, 
if a cheque bearing the date 15th January, 1964, is presented on 
16th July 1964, the bank will refuse to make payment. Such a cheque is known 
as stale. 

3. The name of the party must be definite. If there is any vagueness, the bank 

may refuse payment. For instance, a cheque saying "pay Mohan or Sohan" ‘ 
will not be treated as having been made out to a certain party, but cheques 
made out in the name of ‘ sdf ’ or * wages ’ are valid since the payment wU,’ 
be made to the drawer himself, , 

4. The amount has to be written both in words and in figures and the 

two amounts must agree. 1 


5. Usually the bank will refuse payment if there is a difference, although the ; 
bank can legally pay the amount written in words. 

V It may also be pointed out here that it is the duty of the account-holder to keep^J^ 
the unused cheques in a safe place so that people do not have easy access to them. If it 
, . proved that a pwbn; Q^Jtain^ an unused cheque and then forged the, signature'of 
, ,accotmt-holder and thus drew money out of the bank, it will be the account-holder whb"' ' 
* vnU have to suffer. But if the account-holder is not at fault and has not been negligent 
' -t^e matter, of keeping the imused cheques safe, payment on a forged cheque cannot 
/,:ti4bl?iten‘t0:tk6^ccoun't of the de^it-holdar; in ihat case the loss will have to be 
by the bank itself. V,, ;;, ■ ' . ' 
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Crossings: There arc many types of crossings. The types are given below: 



Types (a), (b), (c) and (d) are known as general crossings and type (e) is known 
as a special crossing. In the case of special crossing, the name of the collecting bank is 
entered and it is the duty of the paying bank to pay the amount only to the bank mentioned 
and not to any other bank. In the case of other crossings, the amount can be paid to any 
bank which presents the cheque. In ca.se of-crossing (d), the olTect is that the cheque 
cannot be passed on further. The payee must send the cheque to his bank who will collect 
the amount. In tlic case of (a), (b) and (c) the cheque can be passed on to other parties. 

The effect of crossing (c) is that of a warning. The person who is taking a cheque must 
enquire into the bonafides of the person who is giving him the cheque. If the person who 
gives him the cheque does not have a good title, then he also will have a defective title and 
if he collects the money, he will have to return it to the rightful owner. In other cases, 
a person who takes a cheque in good faith and for a valuable consideration, will have a 
good tide even if the title of the transferor is bad or defective. 

Endorsement 

The act of passing on a cheque by writing suitable instructions on its back is called 
‘endorsement*. A cheque is payable to X. He wishes to pass it on to Y. X will write the 
following at the back of the cheque; 

fay to Y 
‘X’ 

An endorsement means writing the order to pay the amount to somebody ebe, 
?i^ng it and handing over the cheque to the person so named. If the cheque is nothahe^ed, ., 
over,'it b not an endorsement. An endorsement has to be made properly. The^^^WOriiiJKOSt - V 

- sign-his name with the same spelling as written on the face of the, cheque although, he can, ■' 

, . . ' . - . '■ ..... r. r.';..' 
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then, give his correct spellings. If a person endorses the cheque on heludfoi; sny, the XY 
& Co., Ltd., he must give the cndonsemeiu as follo'ivs: 

for ATS?Co., DJ., 

A' 

Mamain,^ Director. 

An endorsement like the following means that ‘X* himself is t'litlor.sing and not 
the company: X 

Maii/iging Director, 

AT Co., Ud. 

A cheque can be endorsed a number of limes (unless the chefj[uc, is crossed ‘Account 
Payee only’). If the back of the cheque is full, a slip known ns ‘Allonge’ is attached. The 
last endorsement on the cheque must be made partly on tlie clvquc and partly on the 
slip to establish the accuracy of the previous endorsements. An entlorser is liable to all 
subsequent endorsees so that if the cheque is dishonoured, the person holding the cheque 
can claim the amount from any of the previous parties. That is to say that all rd tire previous 
endorsers, including the payee and also the person who issuetl the cheque originally become 
liable to pay the amount to the rightful parly. An endorser may escape linliility by writing 
the words ‘Satis Recourse' after endorsement. Sans Recourse means without recour.se. Of 
course, it is open to an endorsee not to accept a cheque thus endorsed. 

Pass Book 

The pass book, as already stated, records the transactioiis between the client and 
the bank. It is issued to the client and it is his duty to send it to the bank .at intervals so 
that transactions can be entered up-to-date. The client is emtitletl to rely upon the entria 
made in the pass hook unless the bank notifies the misUikos witiiin a reasonable time. 
The pass book looks like the following: 


M/s Blue Bird in Current Account with 
The New Commercial Bank Ltd., ConNauoht Place, New Delhi 


Dale 

Parlicvhrs 

JVit/ittrau/a j 
Rs. P. 

JDeposiltd i 
Rs. P. 

IJrT 

or 

Cr. 

Balantt 

Rs. 

1 

P. 

Signature 

1964 











Oct. 

1 

Cash deposited 



600 


Cr. 

600 




3 

Cheque on Agra 



539 


Cr. 

1,139 




4 

Cheque No. 158349, 











Alatn & Co. 

250 




Cr. 

809 




6 

Cash deposited 



ISO 


Cr. 

1,039 

MM. 



7 

Cheque No, 158351, 











self 

300 




Cr. 

739 




B 

Interest collected on 











DCM debentures 



360 


Cr. 

1.099 





Charges on above 

2 




Cr. 

1,097 

__ 



10 

Amount paid to LIC 











as per instructions 

200 

— 

1 


Cr, 

897 

— 

\ 


Dishonouriag of a Cheque ^ 

A bank will dishonour a cheque in the following circumstances; i)| 

I. ff the drawer has stopped payment of the cheque. ', ! ,4| 
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2. If the bank has learnt of the death of drawer. 

3. If the bank has learnt of the drawer becoming insolvent. 

4. If the bank has received notice of tire drawer becoming of unsound mind, 

5. When the court has issued an order to the bank stopping payments out of 
the account. Such an order is known as Garnishee Order. 

In the above cases the Ijank has no option. It must refuse payment. 

In the following cases the bank may refuse payment; 

1. When the drawer does not have a sulHcicnt amount in his account. 

2. If the cheque is not dated or is dated in advance or the cheque is more than 
six months old. 

3. If the payee is not certain. 

4. When the amounts in words and figures differ. 

5. When the cheque is not properly signed. 

If a cheque issued by a party is dishonoured, it affects the reputation of the party. 
For a business house, this is serious. Therefore, if a bank wrongly dishonours a cheque 
issued by a firm, it will be liable to compensate the firm for the damage to its reputation. 

Triple Column Cash Book 

The student knows a Cash Book. He has so far known one with two columns— a 
column for Cash and another for Discount. A business house, these days, has probably 
more transactions through a bank than strict cash transactions. Hence it is very convenient 
to add another column to the Cash Bookoneachsidc for bank transactions. Naturally, the 
column on the debit side of the Cash Book will record all payments into the bank—Cash 
deposited or cheques received from others and sent to the bank for collection. The 
column on the credit side of the Gash Book will record all payments out of the bank, 
that is, cheques issued. It will alsf» record charges made by the bank and cheques returned 
dishonoured by other banks—cheques received from customers sent to the bank (and, 
therefore, entered in the bank column on the debit side) but returned unpaid by the 
customer’s bank. 

The two columns are balanced like an account or liko the cash columns of the 
Cash Book. The total of the column on the debit side usually exceeds that on the credit 
side—the difference is the balance at bank and is written “By Balance c/d” on the credit 
side. The next period will begin with the balance as “To Balance b/d" on the debit side. 
Sometimes the column on the credit side exceeds the one on the debit side. This means 
payments exceed receipts. The difference is the amount due to the bank. This can naturally 
happen only with the consent of the bank. When cash is sent to bank it will be entered in 
the bank column on the debit side as “To Gash” and in, the cash column on the credit 
side as “By Bank”. On cash being withdrawn from the bank for office use, it is entered in 
the cash column on the debit side and bank column on the credit side. Letter ‘O’ is written 
in all such cases in the column for folio to indicate that double entry has been completed 
in the Gash Book itself and that further posting is not necessary. ‘G’ stands for ‘contra’. 
Posting for entries in the bank columns is made exactly in the way in which it is done for 
other entries in the Gash Book. Amounts appearing on the debit side are credited to their 
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respective accounts. Tho.se appearing on the I'.rcdil side are debited to tlie relevant 
accounts. 

Ulnstration 6 

The following transactions of Ramarao have in lie entered in the triple column 
Gash Book: 

1963 

Jan. 2 1 Balance at Bank, Rs. 1,360; Cash in hand, Rs, 250. 

„ 2 Paid to Dutt Rs. 490 in full settlement of Rs. 500 due to him by cheque. 

„ 3 Purchased stationery, Rs. 90 and paid cash. 

„ 3 Casli Sales Rs. 410. 

„ 4 Received cheque from Ghatterjce for Rs. 670 in full settlement of Rs. 700 

due from him. 

„ 4 Received cheque for Rs. 110 from the Estate uf Bhatia whose account was 

previously written off. 

„ 5 Drew cheque for wages, Rs. 970. 

„ 6 Received cheque from Kohli for Rs. 350; di.scount allowed Rs. 15. 

„ 7 Gash Sales, Rs. 500; Cash Purchases, Rs, 300. 

„ 7 Sent Rs. 400 to bank. 

„ 7 Bank returns Kohli’s cheque dishonoured and charges Re. 1 for expenses. 

„ 7 Drew cheque for private use, Rs. 250. 

{See Table page yr) 


Illustration 7 


Prepare a columnar cash book in the books of Krishnamurty from the following 
transactions: 


1964 

March 

>9 

ii 

}i 

9f 

99 

99 

99 

9> 

99 

19 

99 

99 



1 Cash in hand, Rs. 550, Gash at Bank, Rs. 4,260. 

1 Paid salaries by cheque, Rs. 800. 

1 Paid to Radharamani cash, Rs. 290. 

2 Balakram pays cash in settlement of a debt of Rs. 712, Rs. 700. 

2 Cash purchases paid for in cash, Rs, 820. 

3 Gash sales, Rs. 2,200. 

3 Paid into Bank, Rs. 2,000. 

3 Received a cheque from N. Swamy in discharge of a debt of Rs. 1,000, 
Rs. 980. 

4 Paid to T. Iyer a cheque of Rs. 1,000 and balance in cash in settlement of 
an account of Rs, 1,500. 

5 N. Swamy’s cheque returned by bank as duhonoured. 

5 Paid to Menon cash, Rs! 995, discount received, Rs. 5. 

5 Withdrew cash from bank for office use, Rs. V,000. 

6 Gash sales, Rs. 555. 

6 Purchased machinery worth Rs. 7,500, payment being made by 


cheque. 
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1964 

March 6 Paid to Petty Cashier ibr petty cxpeiist’.s for tiic Rs. 150. 

„ 6 Krishiiarnuily witlidraws cash for luiusehold r\penses, Rs. <355. 

(iSVe Table page ^4) 

Bank Reconciliation Statement 

The Bank Pass Book and tlic Ckish iiook (bank coliiimis) record the same 
traiisactions. Hence the balance .shown in the Pass Book and lh.it in iln* Cash Book should 
agree. However, in actual practice this is rautly so hi‘c.iuse of the lime l.ig of a few days 
between entries made by a firm in its books ami by the b.ink. I-'or exainple, a firm enters 
the amount in the bank column on the eri’dit side of the Cla'-h Hook as soon as tin* cliequc 
is issued. The bank will not pass an entry until the clieque is presenled and paid. The 
following are the reasons for tlie diircreuce between the balances shown by tlie C.ish Book 
and by the Pass Book: 

(a) Cheque.? may liavc been entered in tlie Cash Book and sent to the bank, but 
the bank may not have, as yet, credited tlio clienl’.siU-Toiint. This is because 
the bank usually credits the client only when the amount has been collected. 

(b) Cheques issued by tlic firm may not, as yel, have been presented foi payment. 
These cheques must have Iiecu entered in ihe bank eoluinn on the credit side 
of the cash book, thus ieducing the balance at bank (or incrensing the over- 
di-aft). In the Ixioks of the bank, entries will be made only on payment. Because 
to this fact, the balance, according to the Ptiss Book, appears more than that 
shown in the Cash Book, 

(c) Entries regarding bank charges, interest on ftverdral't, or payments made 
according to the standing instructions ofthe client, arc made in the Pass Book 
first and in the Cash Book later (on the client coming to know ol’ tliem). This 
reduces the balance as per Piiss Book and, therefore, it is lc.ss than that shown 
by the Cash Book. 

(d) The bank may have collected certain sums on behalf of the client, for 
example, interest on securities. The bank will make entries straightway but 
the client will pa.ss entries only on coming to know of ilu-fnct. Till entries are 
made in the Cash Book, the balance; as per Pass Book will appear to be more 
than that according to the Cash Book. 

(e) Mistakes will obviously make for a dinercncc in the balance shown by the 
Pas? Book and that shown by the Cash Book. 

How to Prepare Bank Reconciliation Statement 

The Bank Reconciliation Statement is prepared on a common sense basis. A start 
is made by one of the balances—the Pass Book balance or the Cash Book balance. Thtm the 
causes that lead to tlic difference are classified into: 

(a) entries that have been made in the Cash Book but not in the Pass Book; and 

(b) entries that have been made in the Pass Book but not in the Gash 
Book. 
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(The student .should note that enlrhs that have been made lioth ii\ the. Cash Book 
and the Pass Book will not be the cause of the diflercnce). 

The starting balance i.s then adjusted by noting how the balance would have 
changed if the same entries were made in the two books. Suppose, we start with the Pass 
Book balance. We .should see how this balance would have changed if j {1) the entries made 
in the Cash Book but not in the Pass Book had also been made by the bank, and (2) if 
entries made in the Pass Book but not in the Gash Book had been omitted from the Pass 
Book also. The result should be the balance as per Cash Book. Similarly, if we start with 
the Cash Book balance, we should sec how this balance would change if: (1) entries made 
in the Cash Book but not in the Pass Book were also omitted from the Gash Book and, 
(2) entries made in the Paas Book but not in the Cash Book, were also made 


in the Gash book. 

Suppose the following information is given: 

Rs. 

Balance as per Pass Book 2,160 

Cheques sent to bank but not yet collected by bank 740 

Cheques issued but not yet presented for payment 800 

Bank charges entered in Pass Book only 13 

Interest collected by bank on belialf of client but not yet entered in Gash Book 150 


The Pass Book shows a balance of Es. 2,160. The bank has not yet credited the 
client with Rs. 740 —the cheques deposited. Had the Pass Book also recorded this amount 
(as has been done in the Cash Book) —the balanceat bank wmdd have been Rs. 2,900, i.e. 
Rs. 2,160 plus Rs. 740. Now the Pass Book does not show payment by cheque to the extent 
of Rs. 800. This has been entered in the Cash Book. Had it been recorded in the Pass Book 
also, the balance would have been reduced. It would havebcenRs. 2,100, i.e. Rs. 2,900 
minus Rs. 800. The client has been debited by the bank for Rs. 15 as bank charges. 
The entry has been made in the Pass Book and not in the Cash Book. Had it been 
bmittedfrom the Pass Book also the balance at bank would have been Rs. 2,115, i.e. 
Rs. 2,100 plus Rs. 15. Similarly, had the bank omitted to credit the client forRs. 150 
(interest collected), the balance would have been Rs. 1,965, i.e. Rs. 2,115 minui 
Rs. 150. The Gash Book balance mtut have been Rs. 1,965 in the above noted example- 
Starting with the Gash Book balance we can arrive at the Pass Book balance. Thus: 


Balances are per Cash Book . 

Less pheques sent for collection but not yet credited (no entry in Pass Book, hence 
omitted from Cash Book also) .. . .. 

Add Cheques Issued but not yet presented (payment entry omitted from Cash Book 
also because Fas* Book does not record It) .. .. . 

Lm Bank charges (with entry made ibr it as in Fau Book, balance would be reduced).. 


Add Interest collected by Bank, not yet entered in Cash Book 
Balance as per Pass Book .. .. .. ' 


TOT 

1,965 

740 

1,225 

800 


2,025 

IB* 


2,010 

iso* 


2,160 


* To present correct accounts, entries for these two items should now he made in the Cash Book. 
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The above explaias the nature of the reconciliation statement. Only, the statement 
has to be properly presented. In the above example the statement will appear as under: 

Bank Reconciliation Statement aa at. 



Balance as per Vasa Book .. .. .. 2 li,U 

Add: 


Cheques seat for collection but not yet creditrd . 740 

Bank charges not yet entered in Clash Book.. ., IS 755 


Less! 

Cheques issued but not yet presented .. 

Interest collected but not yet entered in Cadi Book 
Balance as per Casli Book .. 



A similar statement can be prepared starling with Cash Book balance. 

Another method is to have two columns—one to record items increasing the 
balance and the other for items which reduce the balance. The balance is then struck and 
the figure is then the desired one. Starting with the Cash Book balance in the above case, 
we can show the Reconciliation Statement as follows: 


Bunk RecoacUlatlon Statement ae at. 


Balance as tier Gash Book ,. 

Cheques paid in but not yet credited 
Cheques issued but not yet presented 
Bank charges entered in Pass Book only 
Interest collected 
Balance as per Pass Book .. 

(balancing figure) ., .. 


150 

Si5" 


m 


15 


Illttstratioit 8 

The Cash Book of a merchant showed an overdraft of Rs. 5,200. Comparing the 
Cash Book with the Pass Book he found that: 

(1) Cheques issued but not yet presented were Rs. 1,200 

(2) Cheques paid in but not yet credited were Rs. 1,500 

(3) Bank charges and interest charged by the bank (recorded 

in Pass Book only) were Rs, 200 

(4) Bank had collected Rs. 300 as dividend on shares — 

it was not yet recorded in Cash Book. 

Ascertain the overdraft as per Pass Book. 



Overdraft as per Claili Book 
Less: 


Ohraues issued but not yet presented 
Dividend collected not yet entered in 


in Gash Book 


* Cheques are entered in the Qolunm on the credit side, llio Pass Book does not yet record these 
. cheques. Omission of it IVom Qasb Book wiU reduce overdraft. 
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Cheques paid in but not yet credited* j 

Bank charges and interest not yet entered m Cash Utiuk . ' ZUO j 1,700 

Overdraft as per Pass Book .. .. >. • • • • ■ ■ • - | 5,400 

* Omission ofthis entry from the Cash Book (to carrespoud wiili the Pass Book portion) will increase 
the overdraft. 

To ascertain items Jar reconcilialm of tlie two bahincts, one should compare tlie Gash 
Book entries with those in the Pass Book. If an entry made in tiie Cash Book is also found 
in the Pass Book, it cannot be a cause for the diftbrcncc. Find out: (1) which cheques have 
been sent to the bank but have not yet been entered in the Pass Book; (2) wiiich cheques 
have been issued but not yet entered in the Pass Book; and (3) which other items appear 
either in the Pass Book only or in the Cash Book only. These arc the items which have 
caused a difference and which, therefore, will find a place in the reconciliation statement. 

Suppose the bank columns of the Gash Book of a newly started firm are as under; 

Cash Book 


1964 

Jan. 

I 

To Cash .. 

Rs. li 
5,000 i; 

1964 

Jan. 

1 

■M 

1} 

4 

To Rao, Agra 

1,100 

M 


II 

15 

To Dutt, Patna ** 

900 j 
1,500 il 


15 1 

II 

20 

To Shah, Baroda** 

t) 

20 1 

Feb. 

' 

' 

To Balance b/d 

__i 

8,500 j 
'2,900 j 

I* 

31 1 

i 



The Pass Book is as under: 



By Casli 

By Bhntia, Drllii 
By Molian, Ikdhi 
By Kolili, Uomb.iy** 
By Balance c/d 


Particulars 


iVilhdrawals j Deposits 

Rs. I R$. 


I Rs. 
1,600 
2,000 
i 1,200 

I 800 
I 2,900 


Balance 

Ra. 


i 

Cash . 

5,000 

4 

Self . 

1,500 

7 

Cheque on Agra 

i 1,100 

7 

Cheque fg. Bhatia 

2,000 i 

16 

Cheque fg, Mohan 

1,200 ! 

25 

Premium paid to LIC** 

COO ; f 

31 

Charges** . 

10 j 1 



'**77iese items do not Bad a place either in the Cash Book or the Pass Book. 


Comparison of the above two shows that: 

(a) Cheques received from Dutt and Shall, sent to the Bank, have not yet been 

credited by the Bank. ^ 

(b) Cheque issued in favour of Kohli has not yet been paid by tlie Bank. 

(c) The Bank has debited the firm by Rs. 610 (premium and bank charges) which 
have not yet been entered in the Cash Book. 

These three items only will figure in the Bank Reconciliation Statement. Will the 
student prepare the statement ? 
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Importance of the Bank Reconciliation Statement 

The imijortanee of preparing a hank recouclliatifm statemcnl regularly, say every 
month, cannot be over-emphasized. Such a slatcnicnt carefully gone into by the manage¬ 
ment will prevent both mistakes and frauds in connection with bank transactions. It is 
quite possible that the bank has wrongly debited the account for a clicque drawn by 
someone else. If a reconciliation statement is not drawn up, such a mistake will not be found 
out. The cashier may omit to hank certain cheques (mostly hearer cheques) and cash them 
himself. If a reconciliation -statement i.s prepared and if it is investigated as to why cheques 
remain uncollected for long, such frauds will not take place. Entricjs for bank charges, 
interest debited or credited by the bank may not be made at the proper time in the 
absence of a reconciliation statement. Therefore, a regular rer,onr,iHatian statement is 
a must. 

Illustration 9 

From the following particul-irs a.scertain the balance that would appear in Cash 


Book of Zafar, as at 31st December, IDG't: 

Rs. 

(1) Overdraft as per Pass Book 10,108 

(2) A bill discounted with the bank in September 

dishonoured on 28th December, 1964 3,000 

(3) Noting cliargis paid by bank on above 10 

(4) Interest on overdraft for six months ending 

31 St December, 1964 210 

(5) Bank charges 20 

(6) Cheque.s deposited with bank but not yet cleared 5,385 

(7) Cheques drawn but not presented for payment so far 2,170 

(8) Dividends collected by the bank for Zafar 

in the last week of December, 1964. 1,050 

(9) Insurance premium paid by the bank on behalf of Zafar, 250 


Bank Reconciliation Statement as on 31st Degember, 1964 


Particulars 

Plus Items 

Minus Items 

Overdraft as per Foss Book.. 

Bill Receivable (discounted in September, 1.9G4) dishonoured 

Noting charges paid by bank in respect of di.siionoured bill.. 

Interest on overdraft charged by hank . 

Bank charges. 

Cheques deposited with bank but not yet cleared. 

Cheques drawn but not presented for payment so far 

Dividends collected by bank.. .. 

Insurance Premium paid by bank. 

Rs. ■ 

•3,000 

*10 

210 

20 

5,385 

250 

Rs. 

10,108 

2,170 

1,050 


I'M 

iP^T" 

Overdraft as per Cash Book. 

99S 

"Ri. "13,326 
Rs. 4,453 

-Rs. 8,875 


* The bank debits a client in respect of such items. 
Far explanation see the following chapter. 
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EXERCISE V 

1. ‘A bank deals in money’. Explain. 

2. What arc the .services rendered by t)aiiks to businessmen ? 

3. What procedure hits to be adopted to open an account with a bank? 
Also describe briefly how deposits and withdrawals are made, 

4. Suppose you receive a cheque from a enstomer. What points will you unlc 
before you accept it? 

5. What is the crossing of a cheque? What is its sigaificaiicc? Distinguish 
between general crossing and .special cros-sing, describing the varioiw types of special 
crossing. 

6. What do you mean by endorsement of a clieque? How is it effected? 

7. What Ls a Pass Book? What is its importance to a client? Give a specimen 
of a Pass Book. 

8. When may a bank refuse to honour a customer’s cheque? WIten must 
a bank honour it? 

9. Explain the Triple Columnar Cash Book with special reference to contra 
entries. 

10. What is the Bank Reconciliation Statement? Why and how is it 
prepared? 

, 11. The Cash Book of Man Mohan is framed to deal with cash a.s well a.s 

bank transactions, You are required to enter the following transactions in his Cash 
Book'. 

1964 

Jan. 2 Balance of cash in hand, Rs. 800, at bank, Rs. 2,400, 

„ 3 Received cheque from Saleem in full settlement of his account for 

Rs. 1,000, he having deducted discount @2%. 

„ 4 Withdrew cash from bank, Rs. 500. 

Paid Wages in cash, Rs. 308 and Salaries by cheque, Rs. 500, 

„ 6 Received cash from Harish in settlement of an account of Rs. 250, Rs. 240. 

Gash Sales Rs. 800. 

„ 7 Deporited with Bank, Rs, 1,000. 

[.dflj. Gash in hand, Rs. 1,032; Cash at bank, Rs. 3,380 Discount (Dr.) Rs. 30]. 

12. The Columnar Cash Book of M. Bcgg on 1st March 1965 shows a cash 
balance of Rs. 200 and an overdraft of Rs. 3,980. During the month the following 
cash transactions took place. Prepare Triple Column Cash Book. 

March 3 Received rent in cash deposited with bank the same day, Rs. 500. 

' 8 WilMrew cash from bank, Rs. 300. 

f, 9 Paid Salaries, Rs. 375 in cash. 

„ .12 Paid to Aslam by cheque, Rs. 686, discount received, Rs. 14. 

„ 16 Karim pays Rs. 450 in cash and Rs. 2,000 by cheque; discount allowed 
;, , . . 'to him, Rs, 50. 
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„ 19 Received cheque from Ibrahim for Rs. 990 in full settlement of his debt 
ofRs. 1,000. 

„ 23 Bank charges, notified by bank, Rs. 20. 

„ 25 Received cash from Yusuf, Ra. 1,500. 

„ 26 Depositcdwithbank,Rs. 1,000. 

„ 27 Bought a secoitd-hand car, Rs. 5,000. Payment made by cheque. 

„ 29 Withdrew cash for private expenses, Rs. 50. 

„ 30 Ibrahim’s cheque returned by bank, having been dishonoured. 

[Ans: Cash in hand, Rs. 1,025; Bank overdraft, Rs. 6,48S; Discount—Dr. Rs. 60, 
Or, Rs. 24]. 

13. Enter the following transactions in the Triple Columnar Cash Book of 
M/s Jamna Das Fateh Chand and balance it. 


1965 

Feb. 1 Gash in hand, Rs. 123; balance at Bank, Rs. 6,812. 

Withdretv ca.sh from bank for office u.sc, Rs. 1,000. 

Paid salaries in cash, Rs. 200. 

Paid rent for the last month by cheque, Rs. 150. 

Cash purchases, Rs. 815. 

Received cash from Kanwar Sarin & Sons, Rs. 2,906. 

Gash sales, Rs. 1,065. 

„ 2 Received cheque for interest, Rs. 86. 

Paid sales tax by cheque, Rs. 637. 

Cash deposited with bank, Rs. 3,000. 

Paid to Aggarwal Bros., Rs. 485 in cash. 

Discount received, Rs. 15. 

Gash sales, Rs. 890. 

[Ans; Cash in hand, Rs. 1,484; Bank balance, Rs. 8,111, Discount Cr, Rs. 15]. 

14, On 31st May, 1965, R. Nagendra finds that his Columnar Cash Book is 
showing a debit balance of Rs. 2,630. A comparison of entries in the Cash Book 
with the Pass Book reveals that cheques amounting to Rs, 960 issued during the 
month have not yet been presented for payment. Further cheques amounting to 
Rs. 3,680 were deposited by him with the bank but out of them cheques worth 
Rs. 2,680 only were cleared, by 31st May. Draw up a Bank Reconciliation, 
Statement and find out the balance as shown by the Bank Pass Book. 

fdfw; Balance as per Pass Book, Rs. 2,590], 

15, From the following particulars prepare aBank Reconciliation Statement 
as on 31st January, 1965: 

Credit balance in Pass Book on Slst January, 1965 Rs. 6,817 

Bank balance as per Cash Book Rs. 5,328 

Cheques deposited but not yet credited by bank Rs. , 568 

Cheques issued but not yet presented for payment Rs. 1,817 

Bank charges appewlng in Pass Book but not in Caffi Book Rs. 10 
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Dividends collected by bank but not rniercd in Clash'Hook 
due to lack of information Rs. 25U 

16. From the following particulars prqiaic a ‘.Uitcment showing the balance 
that would appear iat the p£is.s Book of A as on 31.sl December, 1 ‘)o7: 

(a) The ovei’draft as per Cktsh Book on 3l.sl Deecnibcr, lf).")7was Rs. 6,340. 

(b) Interest on overdraft for six months (‘iitling 3 Isi Det embci’, lOfa?, Rs. 160, 
is debited in the Pass Book. 

(c) Baixk chai'ges for the above peiiod also dt^bitecl in tin; Pitss Book 
amount to Rs. 30. 

(d) Cheques issued but not ca.shcd prior to 31st December, 1057 amounted 
to Rs. 1,168. 

(e) Cheques paid into bank but not cleared before Hl.sl Decemlnn, 1957 
were for Rs. 2,170. 

(f) Interest on investments collected by the bank and cieditetl in the Pass 
Book amounted to R.s, 1,200. 

[Am; Overdraft as per Paas Book, Rs. 6,332.] 

17. On 30lh June, 1962, a trader had an overdraft of Rs. 5,r)00 as .sliown l)y 
the bank column of his Cash Book. Cheques amoimliiig to Rs. 1,500 had been paid to 
the bank butof the.se. only Rs. 1,100 were credited in the Pass Book upto .30ihjune, 1962. 
He had also issued cheque.s amounting to Rs, 3,500 out of which only R.s, 2,150 
worth of cheques had been presented for payment. It was al.so found that a cheque 
for Rs, 200 which he had debited to the Bank Account was not stnu to the bank at 
all for collection, through a mistake. There i.s a debit in the Pas.s Book of Rs. 10 for 
Bank Charges and Rs. 50 for Interest, A ctistorner of the trader had paid dire-ctly 
into his bank Rs. 1,000 for credit of his account, but it svas not shown in the Cash 
Book. The bank paid trader’s Insurance Premium amounting to Rs. 250 as per 
instruction, but this had not been recorded in the trader’s Cash Book, 

Prepare a Bank Reconciliation .Statement as on 30th June, 1962, and show 
the balance the Bank Pass Book will indicate on that day. 

[.4;w.- Overdraft as per Pass Book, Rs. 4,060]. 

18. On 31st December, 195^, the Cash Book of a merchant shosved a Bank 
Overdrr.ft ofRs. 1,730. On comparing the Cash Book with the Bank Pass Book, the 
following discrepancies were noted: 

(a) Cheques issued for Rs. 600 were not presented at the batik till 
7th January, 1960. 

(b) Cheques amounting to Rs. 750 were deposited in the bank but were 
not collected. 

(c) A cheque for Rs. 150 received from Mahesh Ghand and deposited in 
the bank was dishonoured and advice of non-payment was not 
received from the bank till the 1st January, 1960. 

(d) Rs. 1,500 being the proceeds of a bill receivable collected appear in the 
Pass Book but not in the Cash Book. 



nih ['RAf.ni('.AI. SYSTEM 01- HOt)K-KM'.I'IN(}- 11 


f 


(e) Hank r.hargds, Rs. 15, ami intoirst nii ovndi.tri, Rs, fk"), ajipwi in the 
Pass Book but not in ihR Cash Book. 

Prepare a Reconcllialion .Statement and .sliow what balance the Bank 
Pass Book would indicate on .3I.st December, 1059. 

[Alls: Overdraft as per Pass Book, Rs. 630]. 

19. Rao opens an account with the Bank of India Ltd., Calcutta with 
Rs. 1,000 on 1st .\pril, lOfi.i. ntirm!» the month his trans.'irtions with the bank 
were as follows: 




Rs. 

April .5 

Issues clicque for pinclia.se oi furnituir 

600 

8 

Cheque received from Bose sent to Bunk 

«(10 

15 

Cash sent to Bank 

30t) 

18 

Cheque draAvn for oflice ust* 

200 

20 

Cheque issued in favour of Dass 

500 

26 

Cheque received from Sinha of Patna .sent to Bank 

000 


Dass has not yet presented his cheque and cheque, received I'rtim Siuha has 
not been collected. The bank has uuule a charge of Rs. .5 as bank charges. 

Draw up the Pass Book which Rao will receivtt from tlie bank. 

20. From the following piepare the Bank Reconciliation Statement; 


PASS BOOK 



. 

1 Ddnii 

tmils 


Dale 

PaHiciilars 

LF. 

nr 

or 

Balmitt 




Willidratiiats 

Delmih 






Ks. 

Rs. 

1964 






Dec, 1 

By Balance 


. 

.5,000 

.5,000 

5 

To Mehra (00867) 


1,000 


4,000 

10 

By Cband & Go. 



1,.500 

5,500 

13 

To Shroff (0086B) 


500 


5,000 

15 

To Agarwal 

800 


4,200 

20 

By Satish i 


900 

5,100 

22 

To Murthy 

7,50 

— 

4,350 

31 

By Interest collected 


20 

4,370 


To Bank charges I 

10 


4,360 




CHAPTER VI 


The Practical System of Book-keeping—III 


Purchase and Sale of Goods 

We have discussed one big class of transactions, namely, cash transactions. There 
ai'c two other big classes — purchase of goods and sale of goods. Usually, in the case of 
purchases there are also returns to suppliers of defective goods. Similarly, customers may 
also return goods for various reasons. Therefore, returns of goods may also be numerous. 
To simplify accounting work, a separate register will be kept for each of tha above- 
mentioned classes of transactions. In addition to the Ca,sh Book, therefore, a firm may 
also have the following: 

(a) Purchase Book (or Purchase Journal); 

(b) Returns Outward Book; 

(c) Sales Book (or Sales Journal); and 

(d) Returns Inward Book. 

The ruling for all the four books mentioned above is common. It is given below: 


Dale 

Particulars 

LF. 

Details 

Rs. 

Amount 

Rs. 



Total .. 







In all cases, tire name of the party concerned (supplier or customer), particulars of 
goods, i.e., name, quantity, rate, etc., are entered in the columns for particulars. The 
“Details” column is meant to record gross amount for each item, additions for cartage, 
insurance, etc., and deduction for trade discount, if any. The net amount payable to 
the supplier or receivable from the customer is entered in the column for ‘‘Amount”. 


* In practice, some more may be there. For this, see Chapter XI. 
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The student will do well to understand the uature of trade discount and distinguish 
it from cash discount. Tr.idc discount is ofFered to a customer if his oi'der exceeds a 
certain limit. For instane-c, the terms may be that if the order nqinals or exceeds the gross 
figure of Rs. l,00t}, a discount of 5%will be allowed. It nicaiis that if a customer .sends an 
order for goods of the value of Rs. 900, there will be no discount. But if the order 
totals up to Rs. 1,0U0, Rs. .'iO, that is 5% of Rs. 1,000, will b(' deducted. This is trade 
discount. It is deducted from the invoice or the bill itself. Only the net figure is entered 
in the Purchase Book or Sales Book, as the case may be. Cash di.scount, on the other 
hand, means an allowance to encourage prompt p.iytnenl. It doe.s not arise until payment 
is actually made, It is ente.red in the Gash Book along with the entry for receipts (from 
customers) and payments (to suppliers). 

Purchase Book 

Purchase of goods is cvidence.d by the invoice which tlic supplier will make out and 
send on supply of goods. The following is an example: 

Bharat Electric Gooda Co., Ltd. 

Telephone : .1(137.1 Ifi, Chanielian Hoad, Delhi. 

Telegram : Elgoods 15th March, 1964. 

T/w Ifnme Comforts Ijd., Civil 
Lines, Ludhiana... .Hr, 

For the undermentioned goods supplied vide order No. O/.I/HS dated 2/3G4 and 
despatched vide Railway Receipt No. M. 372180 dated 14/364. 


Serial 

M. 

Particulars 

Quan<i7ji 

Pale 

Details 

Rs. 

.imoimt 

Rs. 

1 

40' Ceiling Fans 

10 

120 

1,200 




2 

34'Ceiling Fans 

12 

130 

1,.5C0 




3 

Table Fans revolving .. 

6 

100 

600 








3,360 

_ 




Less Trade Discount 10% 



336 


3,024 

— 


Central Sales Tax 1% 





30 

24 


Packing & Delivery 





20 



Total .. 





3,074 

24 


Rupees three thousand and 
.. seventy-four and 24i). only .. 

£. & O. E. Payment is requested wiiliin one month by cro.sscd cheque. B. K. Enoineer 

Manager. 

"E. & O. E.” stands for “errors and omissions excepted”. It means that 
clerical errors may be rectified later. The above invoice shows a purchase made by 
The Home Comforts Ltd., Ludhiana to the extent of Rs, 3,074,24 from the Bharat 
Electiic Goods Co., Ltd, It is on this btisis that the entry will be made by Home 
Comforts Ltd. 
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Before recording the purchase and thiu. taking on the ubligalion to pay, one would 
do well to note the following points: 

(a) The invoice should be in the name of the firm and ru)t in the name of some 
individual. 

(b) The nature of goods mentioned is such as is relevant to the business of the firm. 

(c) There should be evidence that the goods liave been actually received by the 
firm and that they are as ordered. 

(d) Price charged and other charges added should be checked with the order. 

(e) Some responsible officer should authorize the acceptance of the invoice and 
payment. 

Most of the purchases of a firm will be of goods to be sold later or of materials to 
be made into saleable goods (just as a firm msddng ready-made clothes will buy cloth for 
making garments). But some purchases will be of other things, like furmture, machinery, 
stationery for office use, etc. Further, for some purchases, cash payment is made immedia¬ 
tely and for others payment will be made after a lime. Ga'thpurcl^es are all entered in the 
Gash Book. Purchase Book will record only credit purchases of goods demin or of materials required 
for manufacturing purposes, Credit purchases of things not made-Tor resale or manufacture 
are journalized and not entered in the Purchase Book. Thus 4f a cloth merchant buys a 
typewriter on credit, the transaction will be recorded by m^s of a journal entry. It will 
not be recorded in the Purchase Book. Also if cloth is purclrascd by paying cash down, it 
win not be entered in the Purchase Book; it will be entered in the Gash Book (credit side). 
Purchase of cloth on a'cdit only will be rccoi’ded in the Purchase Book or Purchase Journal. 


ninstration 10 

M/s Paul & Andlcy deal in electrical goods. During March, 1964, they make the 


follo^ng purchases: 



1964 

March 4 

From H. Manufacturing Co., 




20 Toasters @ 

Rs. 

50 

„ 8 

10 Table Fans @ 

Trade Discount 

From M/s Shah & Akbar 

Rs. 

80 

10% 


10 Electric Kettles @ 

Rs. 

45 

» 14 

15 Coffee Grinders @ 

Trade Discount 

Packing Rs. 10 extra. 

From Office Equipment Co., 

Rs. 

50 

15% 

i, 16 ’ 

Filing Cabinet, 

From Mohan & Co., 

Rs. 

550 

„ 28 

10 Ceiling Fans @ 

From Seth & Co., for cash: 

Rs. 

130 


5 Table Fans 

, P«pare the Purchase Book. 


Rs. 100, less 10% 


,4 



Titu t*RA.r!n(:Ar. systkm of rook-kekping —hi 


!ir> 


Solatlon: 


PuRoiiASL Book nm Marou, 1964 


Bait 


19G4 

March 


Hi 


Parliciiinn 


H. Manufacturing Co: 

20 Toasters @ Rs. GO 
10 Table Fans @ Rs. «0 


Less 10% Trade Discount .. 
Invoice No. dated .. 

M/^Shab & Aiibar t 

10 Electric Kettles (§) Rs, 45 
15 Coflee Grinders @ Rs, 50.. 


L.r. 


Less 15 % Trade Discount 


Packing 

Invoice No. dated .. 

fiif/i Mohan''<c Coi 

10 Gelling Fans @ Rs. 130 ., 

Invoice No. dated . , 

Total Rs. .. 


Details 

Rs. 



-I 


— l| 


Rs. 


1,020 


1,030 1 - 



Note: Purchase of the filing cabinet on 14lh March will be journalised and diat of 5 table fans on 23tb 
March will be entered in Cash Book. Hence both luive been omitted front the Purchase Book. 


Posting the Pnrcluise Book 

Ledger accounts are naturally prepared on the basis of the Purchase Book. The total 
of tlie book indicates the value of goods purchased. Hence, Goods Account has to be debited. 
(Henceforth we will have two accounts to record separately—-put chase of goods and sale 
of goods. The name of the account recording purchase of goods will be Purchases Account 
and the one recording sales will be named Sales Account.) So, on the basis of the total of 
the Purchase Book, Purchase Account will be debited. Those who have supplied goods on 
credit figure in the Purchase Book. They have to be credited with the amounts shown 
against their names. Posting, therefore, consists of: (1) debiting Purchase Account with 
the total Purchase Book; and (2) crediting the account of each credit supplier with the 
relevant amount as shown in the Purcliasc Book. In illustration 6, Purchases Account has 
to be debited with Rs. 3,950 and the accounts to be credited are; 


H. Manufacturing Co., 


Rs. 

1,620 

M/a Shah & AJcbar 


Rs. 

1,030 

M/s Mohan & Go., 


Rs. 

1,300 


Total 

Rs. 

3,950 


liius the debits and credits are equal. 
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Posting Is illustrated below: 


Parahase Book (Summarised) 


"IsoT 

March 

4 

8 

16 

H. Manufacturing Co. .. ,. • .1 

M/s Shall & Akbar .. a.i 



HI 

H 



1 

Total 4 .1 



l4 ,3,950 

1 .' __ 

|H 



__ ! 






I '* \ 



j ill mS 4 1 By Purchai‘ip k 

M/b Shah & Akbar ,■'* \ \ 


- 



ll ii 1964 

l| l| March 

M/b Mohan Se Co, 

1/ \ 

8,'/ By Purchases ■1, 



— 

j 1964/ 

1 hfafch 

! 

16 1 By Purchases 

iHi 

- 


FurakBaeB Aocount 






i 


j 

Marcli 

31 

To Furcltases as 







per Purchase 


►'1 


1 



Bnok 



— 

1 


Purchase Returns or Retwns Outwards are goods sent bacJc to the supplier for some 
reason such as defective quality. Obviously, the supplier lias to be debited. 'Fhc account 
to be credited is Returns Outwards Accouht or Purchase Returns Account. Even a credit 
to Purchases Account should sulHce because a return to the .suppliers means a reduction 
in. purchases made. If the number of returns is small, a journal entry can be made, but if 
returns are frequent it is better to have a separate register or book for the purpose. It 
would be called Returns Outwards Book or Purchase Returns Book. The total of the 
Returns Outwards Book is credited to Returns Outw’ards Account and the amount 
appearing against the name of the supplier concerned is debited to his account. The 
individual debits (in the accounts of the suppliers) will be equal to the credit in the Returns 
Outwards Account. 

Accompanying the return to a supplier is a statement called ‘Debit Note”, informing 
the supplier that his account is being debited and wliy. The following is a specimen 


No. Debit Note 

M/s Saham & Kathuna,' Grant Road, 

Park Circus, Bombay, 

Calcutta. Au^.st 20, 1963. 





To Goods Returned; 

10 Irons @ Rs. 40. 

5 Stoves @ Rs. 20. 

Out of goods received vide your invoice No... .dated. 

Despatched to you vide R/R No.... dated. 


■ 

500 

1 

B 

■ 


E. & p. E. For Fine Produels Co. 


Partner. 
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A debit note is prepared and sent lo the party conrxrned not only when goods are 
returned but also whenever the party’s account is lo be debited. In fact, an invoice is a 
special form of debit note. 


8 Purchased 


Qlustration 11 

Fine Goods Go., which dctils in woollen cloth had the following transactions, among 
others, during February, 10G3: 

Feb. 5 Purchased 100 metres shirting @ Rs. 10 and 50 metres coating 

Rs. 25 from 
India Wool Ltd. 

Packing charged, Rs. 15. 
from Sahay & Bros., 

50 blankets @ Rs. 30 less 5% discount. 

20 metres .shirting to India Wool Ltd., as unsuitable, 
two electric heaters @ Rs, 50 each from Delhi Electric Co. 
from Jain & Gupta: 

200 metres shirting Rs, 9 
50 metres .suiting @ Rs. 30 
Trade Discount 10% 

5 blankets to Sahay & Bros, 

Prepare Purchase Book and Returns Outwards Book from the above and also 
show ledger accounts. 


12 

20 

24 


Returned 

Purchased 

Purchased 


26 Returned 


Solution: 


Pwrehase Book for February, 1963 


Date 

Particulars 

L.P. 

Details 

Us. 


Amount 

Rs. 


1963 

Feb. 

5 

India Wool Ltd. 

100 metres shirting @ Rs. 10 .. 
SO metres coating @ Its. 2S .. 
Packing 


1,000 

1,2.50 

15 

— 

2,2G5 




Invoice No.dated 







8 

M/s Sahay & Bros. 

50 blankets @ Its. 30 

Less Discount S% .. 


1,.500 

73 

_ 

1,425 

_ 



Invoice No.dated 






II 

24 

M/s Jain Gupta: 

200 metres shirting @ Rs. 9 .. 
50 metres suiting @ Ks, 30 .. 


1,800 

1,500 

— 





Less 10% Discount 


3,300 

330 

— 

2,970 

— 



















Total .. 


Rs. 


6,660 

— 








K.l I'MI’N'I' DK nitnU-KhKMNfJ AM) Ar.i OUS'IAM A" 


}J8 


Will till* sturk’lil s;iv 'vhv ihi; ijiin'linv f>t flri'tiii’ Id'ait*)- mm ilOtli l-Vbruary 
has not hern enteml;' 


RctiifiiB Outwiwd* Book for t'ebrunr)’! 1963 


Dale I 

J’ariHulart . L.I‘. 

. . 

Detail 

Us. 


Amount 

Ri. 


I9G3 

Feb 

12 

|[ 

1 1 

India Wool Ltd. 

20 ineires sbirtlng (n) Rs. 10 .. j ^ 

Urluiiu'ilvUlcdcbltnolt: Ni> . ■, ' 

dated .. . , 



1 

2tlU i 

i 

1 

1 


>1 

2G 

M/s Sahay & Bros. , 

!) blankets @ Rs. 30 .. > 

I.eis Discount 5% .. ■ rj 

l.'itl , 

7 i 

.'ll) '1 

142 

.10 



Relumed viilc debit note No. 1 i 

dated. ..! '! 


'i 


1 



i '! 


IL . 





Tnial ..; '• 

i 'i 

1 ■! 


li- 

M 

342 

flo"' 

Dr. 

Ledger Accounts 
Purchases Account 




Cr. 


1963 




Ks. 

1 




Hs. 

Feb. 

28 

To Purebasrs as 



!i 







per Purchases 



II 







Book s. 


6,660 

-“:i 





In4i« Wool ttd. 


1963 






1903 




. 


Feb. 

12 

To Returns Out- 


i 200 

-- 

Feb. 

.6 

By Purcliasrs 


2,36.6 




wards 


1 


’ 





M/s Sahay & Bros. 




















■an ns 

















M/s Jala & Oapta 







1963 










Feb. 

24 

By Purchases 


2,970 


Returns Outwards Account 


I9b3 By Returns 

Feb. 28 Outwards as 

per' Returns 
, Outwards 

Book .. 34^ 





















IHF PK\i’itf;\r, 'iYM'l-M III HOfJK-KI -Til 


«<) 


Sales Book 

Sales Hook iiKMiil t«» retold sales rif'f'oijtis ilnah in. 'I'lie tollowing sales will 

not be recorded in ihe Sales Hook' 

(1) flasli Sales (ni’ idl types') - these will be ciiteied iii the tlitsh Honk; and 

(2) CIredit sales til' things other than goods dtsilf in, like tifiice furniture, old 
machines, etc,--such traasactions are journalized. 

The ruling of the Sales Book is the same as given above in the. beginning of this chapter. 
The book is totalled ninnthly; the total shows the credit sales made during the mouth. 

From the iioint ol view of correct accuunting, it is important that all goods that 
leave the godowas should he recorded in (jotids C3ut wards Book. All entries in this book 
should be at counted for thus: 

(1) for cash sales, by cash memos; 

(2) for returns to suppliers, by the debit note seitt; and 

(3) for credit sales, by invoice sent to the customer. 

In other words, against eac h entry in the Goods Outwards Book, there should he 
the number of the Ca.sh Memo, Debit Note or Invoice, Further no invoice should be 
made out and sent to the customei' unlc&s goods arc actually despatched. This is 
particularly impoitunt towards the end of the yeai. 

Posting 

As pointed out abewe, the total of the Sales Book shows the total value, of goods 
sold. Hence, Sales Account .should be credited with it. The customers whose names appear 
in the Sales Book have to be debited svith the amounts .shown against their names because 
they have been supplied with goods. The individual debits in the accounts of customers 
will be equal to the credit entry made in Sides Account, and thus the double entry is 
completecl, The posting is illustrated below: 


Ulustration 12 


From the following particulars, prepare the .Sales Book of M/s Akbar & Sons who 
deal in furniture: 

1964 


June 




7 >• 




5 Sold to Kohli & Anautl on credit, 

10 tables @ Rs. 30 
20 chairs @ Jls. 15 
Trade Discount 10%. 

10 Sold to Bose & Co., on credit 

4 Almiralis @ Ra. 150 
10 stools @ Rs. 10 

21 Sold old typewriter on credit for Rs. 500 to 

Rao & Shah 

22 Sold to Sethi & Bros., on credit 

5 tables @ Rs. 60 

1 revolving chair @ Rs. 70 
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June 25 Sold to Mohan for cash 
2 tables @ Rs, 35 
Also show posting into the ledger, 

Akbar & Son* 

Sales Booh for Jiw*i 1964 


Dale 

Partieulw 

LF. 

Dtlails 

Rs. 

Amount 

Rs, 









June 

!> 

M/a Kohli Asand 








10 tables @ Rs. 30 


300 






20 chairs @ Rs. 15 


300 

— 













Less Trade Discount 10% 




540 




Invoice No...dated 




/ 

/ 



10 

M/a Boae Bt Co, 




/ 




4 almirahs @1 Its. ISO .. 



— 

/ 




10 stools @ Rs. 10 .. .« 



-* 

/ 700 

« 

— 



Invoice No.dated ., 


1 


/ 

/ 



22 

M/a Sethi Brosi 


i 

/ 

/ 




5 tables @ Rs. GO . > >, 




/ 




1 rcvolvint! chair . > ,. 



/ — 


a. 



■Invoice No.dated 22/6/64.. 



, 

/ 




Total . > 


/ 

/ 

i 

/ i,610 



The sale on 21st June of the typewriter wilKbe journalized and the cash 


sale on 25th June will be catered in the Gash Book, 

LEDGER , 

Dr, Salsa Accooat' 


/ / 


«* / 
/ 


Cr. 
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Sales Returns or Returns Inwards are goods returned by customers for some reason 
or the other. Like all receipts of goods, these are also recorded in Goods Inwards Bonk. 
The customer concerned lias to be credited. For this purpose, a credit note is sent to the 
customer. A specimen is given below: 


Credit Note 


M/b Desmukh & Rao, Nagpur 

Gr. in account with FincTiatlcrs, 

Calcutta. 


I .‘iO, Chowringhee, 
Calcuiia. 

I5lh June, 1064. 

Particulars 

11 

' Details <! /Imobnt 



Rs. 

1 Rs. 


By Goods returned 

10 Shirts @ Rs. l.i 




10 Shirts @ Rs, 20 . 

; 200 

I 3j0 

— 

Rupees three liundred and filty only. 

; 

ii 

il 


E. &. O.E. 


/•'vr Pine Traders 


Partner 

A credit note is printed in red. It is prepared, of course, when goods arc I’cturned by 
customers but it is a general practice to inform a pci-sou about his account being credited 
for any reason by way of a credit note. For instance, il'an allowance has to be given for 
defective quality or if previously jn'ices were overcharged and now they have to be 
corrected, a credit note will be pi’<*parcd and sent to the party concerned. 

Sales returns arc cnteriid in the Sales Returns Book or Returns Imvards Book, in 
the same way in which Saleu Book is prepared. T’hc total of the Returns Inwards Book is 
debited to Returns Inwards Account (although a debit to Sales Account will suflicc). 
Individual customers who have returned goods are rrediicd with the amount shown 
against their names. Thus the deliii to Returns Inwards Account will be equal to the 
' credits placed in the accounts of various customers. 

If returns from customers are few, there should be no need to have a separate 
Returns Inwards Book. Journal entry .should then be made for each return. 

Illustration 13 

M/s Gupte & Atre deal in ready-made clothes. During July, 1964, some of their 
transactions were: 

1964 

July 5 Sold to Timua & Sons; 

100 Shirts @ R.s. 20 
50 pairs of tromers @ Rs. 30 
Trade Discount 10% 

Packing Rs. 30 

I, 9 Sold to Iyer & Murty: 

60 children’s suits @ Rs. 20 
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1964 

July 15 rauna & Sons letnrn UJ slurr*. a-» Iicing dpltvrivr. 

,, 2f) Said to Sliaima & Co * 

20 shirts @ Rs. 30 
10 jackets @ Rs. 15 
Packing Rs. 10 

„ 25 Iyer & Mrirty return 10 suits, 

j, 2H Sold to Mohan Ram & Sons 

10 shirts @ Rs. 20 iui cash. 

Prepare the Sales Book, Sales Returns Book and the relevant ledger aecirunls. 
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LEDGER 


Or. Sales Account Ci. 


1 1 i! ' 

1964 


1 



1 if' 

July ,31 

By Sales as per 

I 



1 ! I! i 


Sales Book .. 

i 

5,140 



Sales Retarns Account 


1964 





1 

! 

July 31 

I'o Sales Retum.<i 





:l 1 

as per Sales Re¬ 
turns Book 


300 

-- 

1 

1 

1 

!i i 



M/b Tanaa & Sons 


1964 

Jyly 5 

To Sales 


31,60 

! 1064 

- 1 July 15 

ii 

:: 

By Sale.s Re- 

tVlTItK 


1 

too 




M/a Iyer & Marty 



1964 

July 0 

To Sales ,, 


1,200 

, 

I 1964 

- 1 July 2.5 

!l 

By Sale.i Re¬ 
turns 


1 200 

■ 


M/s Sluunata & Co, 


1964 









July 20 

To Sale.i 


760 







The Role of the Journal la the Practical System of Book-Keeping 

In this chapter and the previous one we have dealt with cash transactions, purchase 
of goods, sale of goods and returns. The number of remaining transactions should not 
be large and it sholud be quite convenient to deal with such transactions through the 
journal. In fact, under the Practical System of Book-keeping, the journal is used to record 
only such transactions as do not find a place in any of the special books. Gash Book, 

Sales Book, Purchase Book, etc. The entri« in the journal under this system are the 
following; 

(a) Opening entry — the entry to record assets and liabilities in the beginning 
of the year (See chapter III); 

{b) Credit sales of fixed assets, investments, or anything else not dealt in by the 
firm; 

(c) Credit purchases of fixed assets, investments, etc; > , ' 

. (d) Special allowances received from suppliers or, given to customers; 

' (e) Writing off of bad debts; , ' " 

(/) Recording reduction in value of assets, that is, depreciation; v ;- A 
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{g) Receipt and issue ol bills ofexelianse, pr(*missfjry iintts .iticl hundies, and their 
dishonouring (unless sep.iuite books are kept Hir .sin h transaclions ax shown 
in Chapter XI); 

(A) 'I'ransactions wiili hank (unless tlie bank cohimu is aildecl to the Cash Book, 
as discussed in Chapter X); 

(i) Income earned but not yet received in cash; 

(j) Expensesineurredbiit not yet paidfot ill cash andoiht'rsitnihn .idjusiing entries; 

(k) Lo-sses such as due (o fire, eartluiuakc, etc., aiul 

(/) Clo.sing entries—entries (o close books at lln* end ol ihe, year, this will be 
discus.sed in Chapter VIII. 

We have come across a numhei of books-Ledger, Casli Honk, Pureliase Book, 
Sales Book, Sales Returns Book, Purchase Returas Book and Journal, 'riie Ledger contains 
accounts which are prepared on the Iiasis ol’entries made in oihei' books. It is aftt:r preparing 
accounts that one can ascertain profit or loss and prep.tve b.ilance she.ct. I'herGfore, the 
Ledger is knosvn as the Principal Book. Other books arc called Subsidiary Books because 
their use is merely to facilitate the preparation of ledger accounts. The Cash Book, however, 
is both a principal book and a .subsidiary book because it conlaiiis tlic account of cash 
and because on its basis entries are made in the ledgci-. 

We now give a comprehensive example showing how we can get to the trial 
balance (sec Chapter III) via the Practical System of Book-keeping also. 

Illustration 14 

Andlcy carries on business as a cycle dealer. On Lst January, 1964, his balance 
sheet was as follows: 


LiabilUits 

Rs. 

.Uftlf 



Rs. 

Due to Good Cycle Co. .. 
Loan from bank ., 

Capital. 

H,000 

7,000 

40,000 

Cash in hand .. 
Furniture 

Stock of goods .. 
Due from Gupta 

Due from Mclira 

•• 

• • 

l.'i.OOO 

2,000 

40,000 

1,100 

2,900 


61,000 




61,000 


Jan. 

H 

i> 


9i 


During January, 1964, his transactions were as follow's: 

2 Paid wages and salaries, Rs. 1,200. 

2 Cash sales of bicycles, Rs. 600. 

3 Purchased from Fast Cycle Co., on credit, 

20 complete bicycles — Rs. 120 

30 chains — Rs. 5 
Dbcount 10%. 

5 Sold to Mehra: 

30 bicycles — Rs. 150 less 5% Discount. 

8 Paid to Good Cycle Co., Rs. 13,650 in, full settlement. 
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Received from Meiira 2 Ijicycics as defective. 

Returned to Fa.st Cycle Co.. 10 chairs as defective. 

Paid rent, Rs, 350. 

Purchased from Good Cycle Co., on credit; 

20 rims — Rs. 20 each. 

20 hubs (front) - - Rs. 5 each. 

Sold to Raja Rao; 

10 complete cycles — Rs. 160 lc.ss 
Packing, Rs. 10. 

Returned to Good Cycle Co: 

10 hubs being cracked. 

Raja Rao returns 2 bicycles. 

Mehra pays Rs. 2,1100; discount allowed Rs. 100. 

Sold to Old Furniture Mart, old furniture for Rs. 300, on credit. 
Purchasedone typewriter for Rs. 1,300 on creditfrom the DclluTypcwriter Co. 
Cash sale?, Rs. 700. 

Received Rs. 250 from Badri whose account was written off last year. 

Paid Rs. 1,000 to bank for repayment. 

Gupta pays Rs. 600; no hope of getting the balance. 

Raja Rao pays Rs. 1,200; discount allowed Rs. 26. 

Paid to Fast Cycle Co., R.s. 2,000 less 2%. 


Solution i 


Receipts 


Books of Andlet 
0 ^ Cash Book 


Date Particulars i 


19G4 

Jan. 2 To Balance b/fl ,. 

„ 2 To Sales A/c, Cash 

Memo No. 

„ 22 To Mehra 

Amount received & 
discount allowed.. 

„ 25 To Sales A/c Cash 

Cash Memos .. 

„ 27 To bad debts Re¬ 

covered A/c. 
Received from 
Badri against 
amount written off 

„ 26 To Gupta 

Amount received.. 

„ 30 To R^a Rao 

Amount 
received & Dis¬ 
count allowed.. 


1 ITo Balance B/d .. I 


Cash Bool 

niTjS: hISSaI 


. F. i cotuil 



Fluents 

Particulars 


1964 

Jan. 2 By Wages St Sala 
ries A/c. Paid for 
the month of .... 

„ 8 By Good Cycle Co. 

Amount Paid & 

Discount 

received 

„ 13 By Rent A/c. Rent 

paid for 

u 27 By Loan from 
Bank A/c Amo¬ 
unt Paid .. 

„ 30 By Past Cycle Co. 

Amount paid and 
Discount recived 

„ 31 By Balance c/d 


Cr. 

iL. F. count |l 

I Rs. I 
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Sales Book for Janwar)’, 1964 


Dah 


Parlii iilais 


I., h' 


1964 
fan. 5 


Mehra i 

30 bycyclek @ Rs. l.W.; 

Less 6% Discount .; 

InvoicR Nn.dated. I 


Ueititli jlmaimf 

Ks. Rs. 


•l.fiWJ 

22i„ 4,^7.) 


19 


10 


Raja Rao 

10 bicycles R.s. Ilirt .. 
Less 5% Discount 


Packing .. 

Invoice No,......dated 


l.tiOO 

00' 

L-WO! 

10' 


1,330 


I oial 



Purchase Book for January, 1964 


Date 

Partitulars 

L. F. • 

Driaih i 
Rs. . 

/Imoimt 

Rs. 

1964 

Jan. 

3 

Fast Cycle Co. 

20 bicycles ® Rs. 120 .. 

30 chains @ Rs. .3 


1 

2,400, 

USO; 




Discount 10%. 

Invoice No.... dated. 

■ 

) 

. ' 2 , 550,1 

25Si 

.. 

2,29.3 

J9 

15 

Cood Cycle Co. 

20 rims @ Rs, 20 . 

20 hubs @ Rs. 5 .. 

Invoice No.dated. 

i 

i 

400| 

__'M| 

500 



Total 

' 

1 

■ I 

2,795 


Returns Outwards Book for January, 1964 


Date 

Parlkulari 

L.F. 

Detttili 

Rs. 

r' 1 ""——^e' — ■ 

' dmouni 

Ks. 

J964 

Jail. 

■ u 

Fast Cycle Co. ., ., ' ,. 

10 chains ©Rs. 5 . 

Debit Note.dated 11/1/64 ,, ... 



1 50 

1 

'J f* 

i ^ ' 

20 

Good Cycle Co, . 

10 hubs © Rs. 5 . 

Debit Note.... dated 20/1/64 •. 



50 

^ l"! 1 ' 


, ' ' . . Total 


■ . . . 

lOO 








'Va' 
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Returns Inwards Book for January, 19G4 


Dale 

Particulais 


Details 

Us. 

1964 

[an. 

10 

Mchra 

2 bicyel(',s tii Us. 1,10 

Less Discminl @ U.s. .1% 

Ciedlt Note... .dated 10/I/Ii4. 

, 

I 

! 

i 

300 

13 

1 

>l 

21 

Raja Rao 

2 bicycles ^ Rs. lOO 

I,eis 5% Disconiit 

Credit Note_dated 2l/l/(i4 

I 

1 

J 

3201 

16 



Tobal 

1 

t 



Amount 

Us. 


28.1 


,^04 

.189 


JOURNAL 


Date 


19641 

Jan. 


Cash Accoiinl. 

Furnilurc Awoiuit .. 

Stock Account 

Gupta. 

Menra 

To Good Cycle (!o. 

To Dank Loan Accotint 
To Capital Account 
Opening balances of assets anti lialiilitir.s on 
1st January, 1964. 


123 


24 


2B 


Pnrliculitrf 


Dr. 

Dr 

Dr 

Dr, 

Dr. 


Old Furniture Mart. 

To Furniture Accouiii .. 

ISalc of furniture on credit to Oltl Furniture 
Mart, 


|Typewritcr Account .. 

To Delhi Tyiicwiiler Co. 
Purchase of one typewriter on credit. 


Dr. 


|Bad Debts Account .. ,, ., .. Dr. 

To Gupta . 

Amount silU due from Gypta, now written off 
as irrecoverable. 


Total 


LF. 


.100 


Dchii 

Us. 


1.1,000 

2,000 

40,000 

1,100 

2,900 


SOO 


1,300 


63,100 


Credit 

Us. 


14,000 

7,000 

40,000 


3IH) 


1,300 


300 


63,100 


LEDGER 


Dfi _ Capital AeeounI Cr, 


Dale 

ParlieidarS' 

Folio 

Amount 

Us. 

Date 

Particulars 

Folio 

Amtml 

Us. 

1964 

Jan. 31 

To Balance e/d. 


40,000 

1964 

Jan. 1 

By Balance b/d. 


40,000 





Feb. I 

By Balance b/d. 


40,000 



















ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 
Good Cjdf Ce. 


Date 

1 

Pcfliculars 

1 

U 

Folio 

Amount J 

Dale 1 

i 

Pattkuiars j 

Folio 

Amount 

Rs. 

1964 
Jan. 8 
20 
«31 

To Cash and Discount' 
To Returns Outward 
To Balance c/d 

1 

14,000' 

so; 

4S0| 

1904 1 
1 Jan. 1 
j 15 

By Balance Ij/d j 

By rurclmscs | 

1 


14,000 

500 


Rs, 

1 

14,SOOj 


Rj. 


14,500 





1 F*!’- 1 

By Balance b/d 


450 


Batik Loan Aetoiait 


“igg? ■ 

Jan. 27 
.. 31 

To Cash 

To Balance c/d 


i,ooo! 

6.000i 

- i5Br“ 

Jan. 1 

By Balance b/d 


' 

7,000 




7,000j 


Rs. 


7,000 




1 

1 

Feb. 1 

By Balance b/d 


6,000 


Fast CjkU Co. 


l96^ ' 
Jan.11 
., 30 
31 

To Returns Outward 
To Cash & Discount 
To Balance c/d 


50 

2,000 

245 

■19()4 
Jan. 3 

By Purchases 


2,295 


Ra. 


2,295 


Rs. 


2,295 





Feb. 1 

By Balsuice b/d 


245 


Dithi Typmiriltr 0>, 


To Balance c/d 


1,300 

1964 
Jan. 24 

By Typewriter A/c 





Fcba 1 

By Balance b/d 



1964 
Jan. 31 


1,300 


1,300 


“Tssr 

Jan. 1 


Gupta 


To Balance b/d 


1,100 

— mr 

Jan. 28. 

31 39 

By Cash 

By Bad Debts A/c 


600 

500 

Rs, 


1.100 


Ra. 


1,100 




1964 
Jan. 1 

If 5 

To Balance b/d 

To Sales 

■ 

2,900 

4,275 

1964 
Jan. 10 
.. 22 

By Returns Inwards 
By Gash and 
Discount 

By Balance c/d 





1 7.173 




Feb. 1 

To Balance b/d 


1 3,990 




3fls; 


2.900 

3.900 j 
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Raja Rail 


Date 

Particulars \ 

Folio j 

I 

Amount ' 
Us. 

Date 

Particulars 

Folio 

Amount 

R,s. 

1964 
Jan. 16 

To Sales 

j 

1 

i 

, 

1 

l..j30 

1 

p 

196-4 
Jan. 21 
,.30 

By UrluniE linvarcla 
By Cash .ami 

Discount 


304 

1,226 


Re. 

1 

1 

(1 

• I ^ 

j> 

O 


Kb. 


1,530 




Old Furniture Mail 



1964 
Jan, 23 

To Furniture A/c 


300 

1964 
Jan. 31 

By Balance c/d 


300 

Feb. 1 

To Balance b/d 


' ~ 300 

■ 





Furniture Account 


1964 
Jan. 1 

To Balance b/d 


2,000j 

1964 
Jan. 23 

,.31 

By Old Ftirniturc 
Mart 

By Balance c/d 


300 

1,700 




2.000j 




2,000 

Feb. 1 

To Balance b/d 


I,70oj 






Typewriter Account 


1964 
Jan. 24 

Feb. 1 

To Delhi Typewriter 
Go, 

To Balance b/d 


1,300 

1964 
Jan. 31 

Account 

By Balance c/d 


1,300 


1,300 

Stock ^ 

1964 
Jan, 1 

To Balance b/d 


40,00o|j 

Sales Account 







Purehasi 

1964 
Jan. 2 
„25 

«3I 

IS Account 

By Cash 

By Cash 

Sundries 

By Sales as per 

Sales Book 


500 

700 

S,S05 

1964 
Jan, 31 

Sundries— 

To Purchases as per 
Purchase Bqob 


2,795 
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elements of BOOK-KhEriN« AM) A<*.<.OrNT.\NOV 
Jtelurii^ Outuard\ Acfouni 


Dale 

Particulars 

Folio 

i; 

Amount 
Rs. ij 

i 

iclurus Inm 

1 

Date Portinilan Pnlm i< Amount 

' . ’ i’ Rs. 



■ 

i 

1964 

Jan. HI 

1 

ardc Account 

1 

.Sumirirs , Ij 

By Rriurn*. .i-. per ; '1 

Rplwrns t lutwnrsK i j] 

IkHik > l| lUO 

1964 
Jan. 31 

Sundries 

To Returns as per 
Returns Inwards 
Book 

i 

1 

'! 1 ' ,1 ■ 

k I II 

!■ ' ' 

i ’ 'i 

i! i . Ii 

^ages fi? Salanec Account 

1964 
Jan. 2 

To Cash 

ii 

jj 1,200 

Bent 

1 1 ! 

: 1 : 

dccount 

1964 
Jan. 13 

To Cash 


350 

Diseom 

It Account 

1 3 

1964 
Jan. 31 

Sundries— 

To Discounts a.s per 
Cash Book 


1 

1964 
Jan. 31 

is Account 

Simdrit's 

By Discounts ns iH'r 
Cash Book 


390 

1964 
Jan. 28 

To Guptc 

B 

j 500 

td Debts Si 

icouered Accou 

nt 







ig6<i 







Jan. 27 

Uy Cash 


250 


Proof of accuracy or trial balance; 


Cash in hand 
Capital Account 
Good Cycle Co. 

Bank Loan Account 
Fast Cycle Co. 

Delhi Typewriter Co. 
Mehra 

Old Furniture Mart 
Furniture Account 
Typewriter Account 


Debit Balance 
Rs. 
2,990 


3,990 

300 

1,700 

1,300 


Credit Balance 
Rs. 


40,000 

450 

6,000 

245 

1,300 
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Debit Balaiire Credit Balance 
Rs, Rs. 

Stock Accovint ,. 40,000 — 

Sales Account .. .. -. . ~ 7,105 

Purchases Account .. .. .. . ,. li,79j 

Returns Outwards Account . — 100 

Returns Inwards Account ,. .. . 589 —. 

Wages & Salaries Account . 1,200 — 

Rent Account .. •. • • . 350 — 

Discount Account .. ■. .. . - . - .. > ■ — 264 

Bad Debts Account .. .. .. . .. 500 — 

Bad Debts Recovered Account. — 250 

Total .. .. 55,714 55,714 


The two columns agree; hence the work may be taken as correct. 

EXERCISE VI 

1. Prepare Purchase Book and Sales Book of Excellent Stationery House, 
Bombay, from the following transactions: 

1964 

Nov. 4 Bought of Best Paper Co., Titagarh 

100 reams of white paper @ Rs. 12 per ream. 

200 reams of ruled paper @ Rs. 18 per ream. 

150 gross exercise books @Rs. 28 per gross. 

Less 15% trade discount. 

„ 5 Sold to Modern Stationery Mart, Nagpur, on credit 

5 gro.ss pencils @ Rs. 12 per gross. 

1 gross registers @ Rs. 30 per doz. 

„ 11 Purchased one dozen ink pots @ Rs. 12 per dozen from Saurashtra 

General Merchants, Bombay, for cash. 

„ 13 Bought of Altluwalia & Bhoy, Bombay 

2 doz. Drawing Boards with T’s @ Rs. 6 per piece. 

„ 20 Sold to Indian Stationery Mart, Ahmedabad 

10 gross Exercise books @ Rs. 35 per gross. 

„ 23 Bought of M/s Sharma Bros. 

6 gross fountain pens @ Rs. 24 per doz. 

1 gross ball point pencils @ Rs. 6 per doz. 

„ 25 Purchased a typewriter on credit from M/s Bhola Bhai Shreshta & 

Sons for ofhee use. 

„ 27 Sold to M/s Nayar & Iyer Co., Poona 

15 reams of white paper @ Rs. 15 per ream. 

5 reams of ruled paper @ Rs. 20 per ream. 

Add Rs. 20 for cartage and packing. 

Trade Discount allowed @ 4%. 

„ 28 Sold broken T’s and waste paper to Cheap Kabadi Stores on credit 

for Rs. 50. 

{Ans. Purchase Book, Rs. 9,594j Sales Book, Rs. 1,152) 
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2. From the following transactions of Ideal Tradt-js, prepare Piirnhaue 
Bookj Sales Book and Returns Books and show the ledger arcntmls concerned. 

1965 

Oct. 1 Bought of Goodluck Furniture 0». 

50 tables @ Rs. 30 each. 

200 chairs @ Rs. 10 each. 

Less 10% Trade Discount 
„ 5 Returns Inwards from Happy Club. 

1 table @ Rs. 40 each. 

4 chairs @ Rs. 12 each, 

„ 8 Sold to Modern College on credit 

3 sofa sets @ Rs. 125 per set 
24 chairs @ Rs. 13 each. 

150 desks @ Rs. 25 each. 

3 benches @ Rs. 10 each. 

Lc.w 5% Discount, 

„ 13 Returns to Goodluck Furniture Co. 

1 table @ Rs. 30 each. 

4 chairs @ Rs. 10 each. 

Less 10% Trade Discount. 

„ 15 Modem College returns goods 

1 sofa set @ Rs. 125 per set, less 5%. 

„ 18 Bought of Sliaiimar Furniture House 

10 sofa sets @ Rs. 75 each. 

10 dressing tables with mirrors @ Rs. 35 each. 

Less 5% Discount, 

„ 27 Sold to Mr. Mahesh Chand Bansal 

2 wooden cabinets @ Rs. 200 each. 

„ 28 Returns Outwards to Shalimar Furniture House. 

1 dressing table with broken mirror @ Rs. 53 each, 
less 5% discount. 

(dnj. Purchase Book, Rs. 4,385; Sales Book, Rs, 4,643,65; Purchase 
Returns Book, Rs. 115.25; Sales Returns, Book 1^. 206.75.) 

3. On 1st January, 1965, Maltadev commenced business with a capital of 
Rs; 10,000. His other transactions for the first month of hh buiwness were as follows. 
You are required to record them in proper boob and post (hem to the Ledger. 














THE PRACTICAL SYSTEM OF BOOK-KEEPING—HI 


103 


1965 

Jan. 


it 


>1 

>; 


if 


11 

Issued cheque in favour of Chhabra on account. 

Rs. 

2,000 

14 

Gash paid to Jackson Co., in settlement of account . 

2,650 

18 

Cash purchases . 

1,500 

756 

19 

Goods sold to Srivastava for cash . 

21 

Goods returned by Vaish Bros. . 

200 

22 

Vaish Bros, pay balance after deducting a discount of Rs. 85 

1,815 

Amount withdrawn from bank .. .. .. 

1,000 

2,475 

25 

Payment made to Chhabra .. .. .. ,. . 


Discount received from him. 

25 

27 

Cash Sales . 

2,085 

30 

Sidarics paid . 

425 

30 

Rent due to landlord .. . 

125 


(Aks. Gash Book balance, Rs. 3,026; Discount Columns—^Dr. Rs. 85, 
Cr. Rs. 275; Purchase Book, Rs. 7,400; Sales Book, Rs. 2,100; 
Sales Returns Book, Rs. 200). 

4. On March I, 1965, the balance on the books of Simpson stood as 


follows: 

Gash in hand, £ 1,618; Furniture & Fittings. £ 98; Sundry Debtors, £ 141 
(May, £ 80, Tattersall, £ 40, and Bedscr, £ 21). He owed £ 325 to Trueman and 
£ 175 to Statham. 

His transactions for the month were as follows. Prepare a trial balance after 
entering them in proper books and posting them to Ledger. 


1965 

March 1 




5 


9> 

n 

n 

a 

II 

if 

it 

» 


6 

8 

3 

13 

15 

19 

20 




22 

23 

24 

25 
27 
31 


Bought of Keynes for cash. 

Loan taken from Lloyda Bank . 

Cash received from May on account. 

Discount allowed . 

Purchased furniture for cash .. • • . 

Cash paid to Trueman .. .. . 

Discount received .■ 

Goods sold to Bedser on credit . 

Returns from Bedser.. . 

Stationery purchased for cash. .. 

Proprietor withdraws cash for household expenses .. .. 

Cash sales . 

Credit sales to Cowdrey . .. 

Tattersall buys goods on credit .. .. _ .. .. .... 

May is declared bankrupt. A first and final dividend of IDs in the is 

received. . 

Sold old newspapers for cash. 

Cash sales . ,. .. .. .. 

Goods puTcliased from Trueman on eredit.1 

Sold an old wooden cabinet for cash.. 

Miscellancovu trade expenses paid in Cash.'. 

Interest due to bank ,. .. .. .. 

Salary paid In cash . .. 

Rent paid to landbrd.. .. 

Charity paid .. . 


1 
200 
57 
3 

42 

198 

2 
87 
12 
2 
10 
98 
188 
105 


2 
54 
329 
. 4 

20 

25 

I 


(Ans. Gash book balance, £ 1,687; Discount Dr. £ 3, Gr. £ 2; Purchases 
Book £ 329; Sales Book, £ 380; Returns Inwards Book, £ 12; Trial 
Balance»£ 2,722). • , - , 
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5. Record the following tiansactknis oi’ Mr. IJrnwn in the proper books, 
post them into the Ledger and piepare a tiial balance. 

1965 
April 


» 

w 


1 


5,000 

200 

668 

90U 

1,100 


1,100 

1,580 

1,000 


.590 

125 


IlDIlk 


Cash in hainl Ks. 3,100; tlash at bank. Rs. 1.7(Kl; 

Sioik nfgoocb, Rs. 13,000; Thick & Thin. Us. 1,120; 

Slow & Steady, Ri,. 2,000; Tree & Fast, Ks. 3,000; 

FurniUtrii & liiinipini'iit, Rs. 3,0110; lluiUliiii's, Its. 22,000; and rionchvUI, 

Rs. 7.000. 

Liabilities; Wase-s unpaid for last iiumtli. Us. 2UU; Itlai'k and Utdl Cm, Ks, 5,800. 

Us. 

Loan takL'ii from Uiick 1‘odgcr 
Paid wages fur last month 

Cash sales . 

Purchased a typewriter from Remington Hand Inr., on rmlit 
Thick & ntiii p,ay by cheque in full settlemnit; rheque dctaisiicd witli 

bank the .same day .. 

Sold to Fice & F.asl on credit 10 tolile lamps @ Us. 20 cadi .5 masters 
® Rs. 35 each. Less 4-% discnuni 

Slow & Steady return R'lods worth Rs. ,32.5 ami pay rash llir the li.ikititi 
in their acemmt. 

Tliick & Thin'.s cheque returned dUhonnmed liy hank 
Gash purcli.a$es ., .. .. ,, .. 

Paid Black & Rvill on acciniut by clicciue . ,, ,. 

Bought oI'Modi'in lilcclric (loods C!u. 10 rrium riiDliTs t«) Ks 300 iMih 
25 electric fans <5) Rs. UO each. lass 4% disitniiii .. 

Gash sales ., 

Modern Klcctric Goods Co., allows a special diseownt Ittr a tlcfccl in fans 
Paid Rs. 4,000 to Modern Fdectrio floods (kt., on acainiu 
One old cabinet sold to M/s O. Cttrier & Suns lor t»ish 
llilck & Thill become insolvent. dividend of .50% received 
oITicial rceeiver 

Sold to Light & Music Go., Ibr cash 50 electric Imlhs iiii Re. 1 each 
Sold to Moonlight Gluh on credit 1 neon sign, Rs. 300 
2 doz. electric bulbs @ Us. Ifl per doz. 

Bought of Black & Boll Go. 250 electric 1 ju 11» (til Rs. 1,10 per bulb 
10 electric stoves @ Rs. 20 each 
Gash sales 

A second and final dividend of 2.5% is received from ullicial receiver of 
Thick 8c Thin. 

Gash withdi:a,wn lor private use. 

1 table lamp costing Rs. 20 taken away by Mr. Brown for domestic use. 

Paid to Black & Bull.. . 

Rent paid . ., . ’ .. \ [ [ 

Electricity bill paid .. ., [, . ] \ 

Salary paid . 

Wages outstanding, i.c., due but not yet paid .. ., ,. ! 

P'f®'^“'<’'^*'Qr one month'* interest on loan from Undo Podger at C% per annum. 
{Ant. Gash Book Mance, R.s. 3,021; Purchase Book, Rs. 0,283; Sales book, Us, 716: Sales Return 
Book, Rs. 325; Trial Balance, Rs. 02,670). 

G, Wliat is the role of the Journal in the Practical System of Book-keeping? 
Enumerate the transactions which arc geiicvally journalized under this 
system, 

7. What do you undei-stand by the Subsidiary and Principal books of 
accouiit ? Name the main subsidiary books and describe the function of each one of 
them. Why is the Gash Book called a Subsidiary as well as a Principal book of 
account ? 


10 

n 

12 

13 

15 

16 

19 

20 
21 

23 

24 

26 

27 

28 

29 


30 


12.5 


50 


1,100 


150 

4,000 

275 

60 

150 

175 



















CHAPTER VII 


The Trial Balance 


The Trial Balance 

The student has already come across trial balances in Chapter III and Chapter VI 
where at the end of posting entries in the ledger, a statement was prepared showing debit 
and credit balances separately. Such a statement is called the Trial Balance, It is prepared 
as on a particular date, Balances are struck in every account, Debit balances arc entered in 
the amount column for Debit and Credit balances arc enteted in the amount column for 
Credit, In the ‘particulars' column the name of the account concerned is written. The two 
Amount Columns are totalled. The totals should agree because for every debit entry 
there is a corresponding credit entry (or entries) and vice versa. A trial balance miff, Ihirefort, 
be defined as a staiermt (or a schedule) listing, in separate eolums, the debit and eredil balancet in a 
ledger on a particular date. 

A trial balance is usually prepared on the basis of balances, It may also be 
prepared on the basis of totals of entries on each side of the accounts in a ledger, ’ 
If the total of the debits in an account is written in one column and the total of credits 
in various accounts is written in another column, the totals of the two columns 
should agree. Therefore, a trial balance may be prepared either on the basis of 
balances or on the basis of totals of all debits and credits in various accounts. 

We illustrate this in the illustration given below, in the working of which some 
errors have been deliberately committed in order to show how the trial balance 
is affected. 

niastration 15 ,i. 

On 1st July, 1964, Rao’s assets and liabilities were as follows: 

Assets: Gash, Rs. 6,000; Gash at bank, Rs. 9,000; Stock of goods, Rs. 51,000; Furniture, , 
Rs. 3,000; Due from Wahid, Rs.900j Due from Nair,Rs; 1,100. ' ^ 

emUies; Loan from Sood, Rs. 10,000 @ 9% p.a. Due to Gupta, Rs. ?,000. / 

During July, 1964, his transactbns were as follows: 

July ' 1 Gash sales, Rs. 600 

' , 3 Cash purchases from Chmrd, Rs. 800 

( , '• ' '' ' 
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Goods purchased from Modi & Co. 

Towels etc, Rs, 900 

Soap.s Rs. 500 

Hair Oils Rs. 200 

Goods sold to Wahid 

Soaps Rs. 250 

Towels Rs. 300 

Paid rent for July, 1964, Rs. 300 
Paid Gupta Rs. 1,000 less 2% 

Purchased from Gupta 

Sugar Rs. 1,200 

Biscuits Rs. 450 

Bought furniture on credit from Steelchair, Rs. 1,500 
Old newspapers sold, Rs. 50 
Defective biscuits returned to Gupta, Rs. 60 
Wahid returns towels as not up to the mark, Rs. 50 
Wahid pays the amount due from him on 1st July, 1964, less 3% discount 
Nair pays 60% of the amount due from him; the balance has to be 
written off as irrecoverable. 

Goods sold to Bose 

Towels Rs. 200 

Soaps Rs. 250 

Hair Oils Rs. 140 

Purchased stationery, Rs. 100 

Issued cheque in favour of Steelchair to clear their account less 2%. 

Also sent Rs. 2,000 to bank 
Goods drawn for use at home by Rao, Rs. 60 
Bose returns towels as defective, Rs. 40 

Recovered Rs. 200 from Sethi whose account was written off in May, 1964 
Paid for telephone, Rs. 200 

Paid salaries & wages for July, 1964, Rs. 320 Interest due to Sood for 
one month. 

c transactions in the books of Rao and take out the trial balance. 


PurdwHc BooIk 


Farlicuiars 



dmount 

Rs. 

Aiodi fflf Cot 

Towek .. 

Soaps .. .. .. .. 

Hair Oiia 

1 

■■ 

1,600 

Invoice No. dated 




Gupta: 

Sugar . 

Biscuits 

Invoice No. dated 

1 


1,650 

Total ,. 

■i 
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SslIcs Book 


6 

Wahid: 




Soaps 


250 


Towels 


300 


Invoice No. dated 6/7/64. 



20 

Bose: 




Towels ., 


200 


Soaps .. 


250 


Hair Oils 


140 


Invoice No. dated 20/7/64. 


-- 


Total 




RetoriiH Inwavds Book 


17 

Wahid: 





Towels .. 



.50 


Credit Note No. dated 17/7/64 




28 

Bose; 





Towels .. .. .. .. .. .. 



40 


Credit Note. No. dated 28/7/64 





Total Rs. 



00 





.. 


JOinWAlL_Dr. Cr. 


1 

Cash Account 

Dr, 


Rs. 

Rs. 


Hank Account 

Dr. 


6,000 



Stock Account 

Dr. 


9,000 



Furniture Account .. 

Dr. 

1 

.51,000 



Wahid 

Dr. 


3,000 



Nair 

Dr, 


900 



To Sood'a Ixians Account 



1,100 



To Gupta 

• • • • 


10,000 


To Capital Account 

. . . . 



2,000 


Opening assets & liabilities; 

Capital equals assets minus liabilities 




59,000 


Furniture Account 

Dr. 




13 

To Steelchair .. 

. . 


1,.500 

1,500 


Purchase of furniture on credit from 
Invoice No.da-ted.. 

Steelchair; 





Bad Debts Account 

br. 




19 

To Nair .. 



440 

440 


Amount due &om Nair irrecoverable and hence 





written off 

Steelchair 

Dr. 




26 

To Bank Account ,. .. . ,. 

«_ .. 


1,500 

1,470 


To Discount Account ., .. 

m M m „ 


30 


Cheque sent to Stecicliavr for the amount clue 




27 

(Rs. 1,500) less 2%, via Rs. 30. 

Capital Account 

Dr, 




To Sales Account ., 

• « « a 


60 

60 


Value of goods drown by Hoo for private use 





Interest Account 

Dr. 




31 

To Sood’s Loans Account 



75 

75 


Interest due to Sood @ 9% on Rs. 
one month 

10,000 for 











no 


M-fcMRNtS W *3? M AX* V 


Or. 


LrjBOER 
CapjMt Atrowtl 


Cr. 


Uati 

' 

Patiuulafi 

.Imuti Hfit 

Fe4m 

AaDMtH 

. . . ^ 

I] 

„ .. , , 

K*. 


Ra. 

1964 ' 

> 

' 

I%4 

* 


July ' 

27 

Tr*.Sa[r*Affott)H 

bit tuU 9 

My RnlaiJir H,d ' 

59J9P0 


31 : 

To Balanrv c/rt 





'' 




»,0I» 



, 

riOjmxt 


z 

, 



.Aug. i 

liy tWiUnri' li'd 

/*8;9I0 




Sood'a lauMt AeonttM 



1964 ' 



1*1»,4 


■ 

July, 

31 '1 

To Balance eM 

!«,n7% July 1 

llv Hal iftt.r }i d 

10.000 


'i 

•* 

, .11 

llv lufi-rral A , , 

75 

1 



10,ow 


imi 

1 

1 

■ 

‘ A>ig, f ; 

By IlaUncr 1, d 

10,075 







1964 ! 



I‘K14 



July i 

10 ■* 

ToCaab 

980 >»y: I ' 

By lulanrr h,»l 

2,000 

•• 1 

31 , 

To Balance e'd 

2.625 . „ 12 ■ 

By l>itrcluiM>« 

1.605 

; 

) 



' 


' 

li 


1 

ijMr. 

1 

11 

s Aijg.l 1 . 

By Balance b/d 

' 3,625 




Bani: Atetsnl 



1964 

1 


1 ' 

■* 1964' i 

’ 


July 

oii 

To Balance bid 

•• 9,000 . July. 26 1 

By Sicelchair 

1,470 

II 

26 1 

To Caab i 

i; 3,000 ..; 31 

By Balance c/(f 

9,530 



1 

1 11.000 .i 


11,000 





- M* ttiriLa 

Aujf. 

1 To Balance b/d 

1 9.530,; 1 

1 





Wilud 



1964 


1 

J, 1964 


■9 ■ 

July 

1 

I To Balance b/d 

jl 900 July] 17 

By Reluma 




1 

! • 

Inward* 

30 

II 

6 

j To Sale! 

? 550 '1 „ 18 

By <1iah St 





f • * 

Diicoant ' 

900 



1 

} 

i! ..i3i 

By Balance e/d j 

300 



i 

! 1,450 *! j 

1 * “ >1 > 

, 

i' 1,430 

Aug, 

1 

!l To Balance b/d i ^ 500 | i 


J 


_ 

H . ' 

Jfak 




1964 

July 


1 I To Balance b/d 


1,100 


1,100 


1964 ^ 

July 


19 


By Caib 

BylMOebu 

A/g 
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Dr. Dost Cr. 


Dale ^ 

Particulars 

Folio 

Amount 

Ks. 

Date 

Particulars 

Folio 

Amount 

Rs. 

1964 

July 

20 

To Sales 


690 

1964 

July 

19 

8 

31 

By Returns 
Inwards 

By Balance c/d 


40 

650 





690 





690 

Aug. 

1 

To Balance b/d 


650 







Modi & Co. 


1964 

July 

31 

To Balance c/d 


1,600 

1964 

July 

5 

By Purchases 


1,600 



, 



Aug. 

1 

By Balance b/d 


1,600 


Sittldtair 


1964 

July 

26 

To Bank Account 
To Discount A/c 


1,470 

30 

1964 

July 

13 

By Furniture A/e 


1,500 





1,500 





1,500 


Fumitun Account 


1964 

July 

11 

1 

13 

To Balance b/d 
To Stecichair 


3,000 

1,500 

1964 

July 

31 

By Balance c/d 


4,500 





4,500 





4,500 

Aug. 

1 

To Balance b/d 


4,500 







Sioek Account 


1964 










July 

1 

To Balance b/d 


51,000 







Purchase Account 


1964 

July 

11 

3 

31 

To Gash 

To Purchiues as 
per Purchase 

SSik 

1 

800 

3,305 

Saits As 

xount 






‘ 




1964 

July 

» 

1 

31 

, , 

By Gash 

By Sales as 
per Sales Book 

'i ' 'i‘> 

^ .t'' 

6Q0 
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We give below trial balances extracted, both on the basis of total entries 
and on the basis of balances: 


Trial Balance of Rao as at 31st July, 1964 


Serial 

Na. 

Name of Aaewnl 

Folio 

Totals 

Balames 


Debit 

Rs. 

Credit 

Rs. 

Debit 

Rs. 

Credit 

■Rs. 

1 

Gash. 


. 


8,383 

4,700 

3,683 

— 

2 

Capital Account 




60 

39,000 

— 


3 

Sood's Loan Account 


' » 


— 

10,075 

— 


4 

Gupta .. 




980 

3,605 

— 

2,625 

5 

Bank Account 


• • 


11,000 

1,470 

9,530 

— 

6 

Wahid 

. . 



1,450 

950 

500 

— 

7 

Nair. 

. • 

* * 


1,100 

1,100 

— 

— 

8 

Bose. 


. . 


690 

40 

650 


9 

Modi & Co. ,, 

.. 

.. 



1,600 

— 


10 

Steel Clinir ,, ,, 

. S 

.. 



1,500 

— 

— 

11 

Furniture Account ,, 

.. 




— 

4,500 

— 

12 

Stock Account ., 





-- 

51,000 

_ 

13 

Purchase Account 


. . 


4,105 

— 

4,105 

— 

14 

Sales Account.. 




— 

2,020 

— 

2,020 

15 

Returns Inweids Account 

* * 

. , 


90 

— 

90 

— 

16 

Bad Debts Account ., 

• > 

s • 


440 

— 

440 

— 

17 

Sethi. 

.. 




'200 


200 

18 

Discount Account 

• S 




57 

^^9 

37 

19 

Rent Account,, 

s . 







20 

Telephone Account .. 

.. 







21 

Salaries and Wages Account 

• 






22 

Interest Account 





^^9 


- 



Total 



1 86,123 

86,317 

75,303 

75,497 


In both cases the total of credits exceeds the total of debits by Rs. 194, It shows 
that there are some errors (we promised to commit a few, deliberately). Let us now 
take up each error and see how it has affected the. various accounts and the trial 
balance. 


I 
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(rt) The posting f)l the toul of the «k-<c:<iiint <ohinjiis of ihr CJ.ish Jinok is wrong. 
The total of tlic ('.ulnmn on tlie debit Rs. '.17, has lieen erediied to Discount 
Account — it shoultl have been debited. Hitnilatly, tlie total of die credit side 
column has been dehittjd to Discount Aeconttt. It ihonid it.ivi' been credited. 
Discount Account concctly pnstetl would st.iml as under: 


]>. Dlacount Account Cr. 


Date 


Pafliculat^ 

Folia Amount l| thtfi 1 Pntihulm 7’Dho'’ An»t 

Us. 1 ' I j Rs 

1964 



i| 13iH ! i ! '! 

July 

31 

To UtscouiiM allowed 

I 27 ’! July i 26 Uy Sierklwir I 3 

1 ' „ ' 31 ; by Discoimw I " 

.) , . rrerived ! '' 2 


The credit balance of the Dlscouiu Arc<iunt is thneRne, Rs. 2d {i.r.,Rs, 50“!^. 27) 
and notRs. 37 as already shown. 

(J) The total of the Puich.tsr Book is d,2n.'> and not Rs. 3,305 as .shown. This 
means that the Purchases Account has been delutr.d with Rs. 3,303 instead of 
Rs. 3,205 or by R.s. 100 ewcs.s. Clorret ling tliis eiror, the debit in Purchases 
Account will stand at R.s. 4,005. 

(e) Look at Gupta’s Account. He has allinml a discount <*f R.h. 20, entered in the , 
Cash Book (Discount column), but the amount has not lieeu debited to his 
account, It stands tlcbitcd witli Rs. 080 only, tiir amount paid to him, 
Correcting the account, his balance .stands retliicrd by Rs, 20 (bcnausc the 
amount has to be debited), 

(rf) Posting journal entry on 27th July, I9G4, hiifl not been tnadc in the Sales 
Account which has to be credited by Rs. GO. If this entry is made, the Sales 
Account will show a credit balance of R,s. 2,080. 

(e) Similarly, from the Cash Book, Old Ntnvspapcrs Account has not been posted 
(14th July, 1964). Thi.s account has to be credited by Rs. 50, 

(/) The amount debited to Salaries & Wages Account is Rs. 230 j it should be 
Rs. 320 (31st July, 1964), 

{g) From the Cash Book, Stationery Account has not been posted (25thjuly,1964). 
This account has to be debited by Ra. 100, 

(A) The, Sales Account has been credited by R,s. 1,420 as ilie total of the Sales 
Book which is really Rs. 1,240, Considering point {d) and tliis point, the Sales 
Account will appear as under; 
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The credit balance in Sales Account will, thereiore, be Rs. 1,900. With the 
correction of all these errors, the trial balance agrees as shown below (Balances only): 


Trial Balance (corrected)* 


Serial 

No, 

Name of Account 

Folio 

Debit 

Rs. 

Credit 

Rs. 

1 

Casli Account 






.3,603 


2 

Capital Account .. 



. . 

. . 




3 

Good's Loan Account 








4 

Gupta (c) 








5 

Bank Account 






9,530 


G 

Wahid 




, , 


500 


7 

Bose 




, . 


G50 


8 

Modi & Co. 



. . 

. . 



1,600 

9 

Furiiitiu'e Account.. 



» , 



4,500 


10 

Stock Account 



. * 

, * 


51,000 


11 

Purchase Account (b) 



, , 

, . 


4,005 


■ 1 

Sales Account (d) and (ii) 



, , 

. , 



1,900 

■ 1 

Returns Inwards Account 



• 



90 


■ 1 

Bad Debts Account 


• • 

• 



440 


15 

Sethi 


♦ * 

, 

• . 




16 

Discount Account (a) 


• • 





23 

17 

Rent Account .. .. 


♦ « 

• 



300 


10 ” 

Telephone Account 


» « 

. 



200 


19 

Salaries & Wages Account (/) 




« > 


320 


20 

Interest Account .. .. 




. . 


75 


21 

Old Newspapers Account («) 


e • 





50 

22 

Stationery Account {g) 


• 

•• 



100 





Total Rs, 



75,393 

75,393 


*SmaU letters within brackets refer to points mentioned above, 


But the careful student will also have noted the following errors: 

(i) In the Purchase Book, the total of purchases made from Gupta is shown to 
be Rs. 1,605; it should be really Rs. 1,650. This means that the total of the 
Purchase Book is also wrong. Tli« error means that Gupta has been credited 
by Rs. 45 less Purchase Account has been debited short by Rs. 45. Both debits 
and credits are short by the same amount, 

(ii) Similarly, the sale made to Bose has been shown to be Rs. 690; it should be 
Rs. 590. This means that the debit to Bose Is excess by Rs. 100. The total of the 
Sales Book is also more by Ks. 100. The Sales Account, therefore, has been 
credited by Rs. 100 excess. Both debits and credits are excess by the same amount, 

(iii) Returns to Gupta (16th July, 1964) have not been recorded at all. The 
debit to Gupta and credit to Returns Outwards Account are both omitied. 
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(iv) Ou 2!)th July, 1964, Rs. 200 have licen rccc-ivetl from Sethi against debts 
previously written off. Tin’ credit should he to Bad Debts Recovered Account, 
Butin actual fact, the amount has been ciedited to Sethi’s a<^count. T/ie amount 
has been placed on the right side but in the wrong account. 

As the student has seen, the trial balance has agr4?cd iu spite of the abovementioned 
four errors, These errors may be classified a.s fidlmvs: 

(a) wrong amount entered in the subsidiary books; 

(6) complete omission of an entry fiom books; and 

(e) placing tlie correct amount on the correct side but in a wrong account. 

Such errors will allow the trial balance to agrite. Hence it may be said that if a trial 
balance agiccs, it is not a proof that there, is absolutely no error. However, it may be taken 
as a reasonable proof of conect work. But if a trial balance disagrees, it is a positive proof 
that errors exist. This is the significance, of a trial balance. An accnvinUnt will not rest unless 
the trial balance has agiced absolutely. 

One should note that even if the difference is as small a.s one paisa, it must be 
ascertained and corrected. In fact, the difference of a few pai.se is more troublesome than 
that of a large sum. A difference may be and usually is the result of a number of errors. 
Location of one error will establish the existence of others; all errors must be located 
and corrected. 

To give an overall picture, from transactions to trial balance, a Composite chart 
is provided at page 117. 

Advantages of a Trial Briauce. The following advantages accrue from a 
trial balance: 

(<i) It is a reasonable proof of the arithmetical accuracy of book-keeping/work 
done during the period covered by the trial balance. Of course, as has been 
pointed out already, there may still be some errors left after the trial balance 
has agreed. A trial balance which does not agree has the advantage of showing 
up the existence of errors which need proper investigation. 

(b) The trial balance summarizes the results of all transactions during the period. 

If suitable accounts are kept, it -mil give very useful information to ihe 
management for the purpose of comparing figures and thus arriving at conclu¬ 
sions, On the basis of such conclusioits, the management take suitable actioni 
Even during the year, a trial balance can be taken out and compared with 
the trial balance of the corresponding date in the previous year. Suppose 
accounts arc closed on 31st December every year. A firm can compare trlflr,;, 
balance figures as on 31st May both for 1963 and 1964 and find out to whaX ’ 
extent performance in 1964 is better or worse than that in 1963. -' 

(c) A trial balance is the basis on which profit or loss is ascertained and the 

sheet prepared. Of course, one can do that by taking each account in the IfcdgWj^ 
and putting it in the Profit and Loss Account or Balance Sheet the 
may be. But that will be inconvenient. A trial balance summarizes the leii|^S 
and is a handy statement for further work. 
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c;hapter vm 


Errors and their Rectification 


5t«pfi to Locate ErrorC 

In the previoxis chapter we came across a iiumhev of errois. Now arises the ques¬ 
tion of their location and rectification. The tiial balance shows up wltether or not there 
are errors. If there are, the following steps should be taken to locate them; 

(a) Ascertain the exact differena! in the trial balance and then'~- 

(1) see whether an account with that balance has been omitted from the 
trial balance] {siippo.se that the debit balance of the trial balance is 
.short by Rs. 250] it is just po-ssible that an account with a debit balance 
of Rs. 250 has not been entered in the trial balance) j ' 

(ii) sec whether an account with a balance equal to half the dilfei'cnce has 
been entered on the wrong side of the trial balance] (in the above example, 
if an account with a debit balance of Rs. 125 has been entered in the 
credit column, the debit column will be short by Rs. 250) j and 

(iii) see whether an account with a balance equal to the difference has been 
entered twice. 

(b) Check the totals of the two columns of the trial balance and of the subsichary 
lists whose totals have been entered in the trial balance. If instead of 
writing the names of all debtors separately in the trial balance, one total 
figure has been written as Sundry Debtors, the total of the li.st of debtors 
should be checked also. 

(c) See that the balances of all accounts have been correctly entered in the trial 
balance. The cash balance on hand as per Cash Book should have been 
entered, 

(if) Check the totals and balances of various accounts in the ledger. 

(«) Check the totals and postiirg of subsidiary books. 

(/) Check the postings of all amounts equal to the difference in the trial balance] 
it is possible a posting has been omitted. Similarly, check the posting of all; 
amounts equal to half the difference in the trial balance] it is possible the 
amount has been written on the wrong side while posting. j 
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(g) Sec thal ihc correct amouiil has been hrmight forward from the previous 
page. Often, cither the anioimt is not carried i'oi ward to the next page or the 
figures are Iraiispo.sed. For example, a figui e of Rs. 1,272 may be brought 
forwaid as Rs. 1,257. Simil.T.!' mi-stakes may also occur while posting. 

(/j) Figures iu the trial balance should be compared with figures in the trial balance 
of tlie corresponding date in the prcvion.s year. Any large variation should 
be checked. 

(i) If the trial balance still does not agree, there is no option but to check postings 
completely. It may be better to begin with tlie posting of the opening entry 
and then check postings into nominal and real accounts. In case of personal 
accounts, the balance may be got confirmed from the party concerned. 

Types of Errors 

In a sense, there are ttvo types of errors—lltose that afiecL the trial balance (i.e., 
cause a difference in it), and those that permit the trial balance to agree. In the previous 
chapter, errors (a) to (A) were of the first type; they had to be corrected for the trial balance 
to agree. Errors (i) to (iv) were of the second type as in spite of them, the trial balance 
did agree. 

One may also categorise errors into the two categories oi clerical erwts and errors of 
principle. In the previous chapter, errors were errors committed while writing the subsidiary 
books or posting them. All such errors are called clerical errors. Such errors may be 
further classified into: 

1. Errors of Omission. When there is an omission in recording a transaction 
in the books of account, it is called au error of omission. Omission may be partial or 
complete. If a transaction is recorded in the subsidiary book concerned but is not posted 
therefrom to the Ledger, it is called partial omission. For example, a credit sale of goods-in- 
trade may be recorded in the Sales Book but the account of'the' customer may not be 
debited. On the other hand, when a traasaction is not recorded at all in books of account, 
it is termed as complete omissiati, A credit purchase of goods-in-trade, for example, may not 
be entered in the Purchase Book. This means that the Purchases Account will not be 
debited and the account of the supplier will not be credited. 

2. Errors of Commission. Sometimes, the accountant does not record a transaction 
in books of account but while entering it in the subsidiary book concerned or while posting 
it to Ledger, lie commits a clerical error. Such an error is called an error of commission. 
For example, a credit .sale of Rs. 587 to Mohan & Sons may be eritercd in the Sales Book 
as that of Rs, 578. Or, the amount may be correctly entered in the Sales Book, but while 
posting, it may be wrongly written. Also, the posting may be made on the wrong side 
or in the wrong account. To continue our example, Mohan & Sons may be credited with 
Rs, 587 instead of being debited to,‘--the accountant may debit Mohan & Co., instead of 
debiting Mohan & Sons. There may be a mixture of these errors also. For example, for 
a purchase of goods in trade worth Rs. 521 from Nayar & Srivastava, the account of 
Iyer & Srivastava may be debited witli Rs. 512. Errors committed in totalling and balancing 
are well termed as errora of commission. 
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3. Gmpcnsaling Errm. Cciiupru'kuiug enors arc those errors which 
one another out. Thu net efl’cet of all the nror.H taken together is nil and licre the trial 
balance will agree. .Suppose the Ihllowing errons have been comnultcd: 

(a) Total of the Purchase Book is Rs. 100 cact-ss; 

(A) an amount of Rs. 30 to be credited to Shah has been debited to him; and 
(tf) a figure of Rs. 160 to be credited to Sales Account has been entered twice, 
TliC eftict of llicse three errors is nil because: 

(a) will inean an uxcc.s.s debit of Rs, 100; (A) will mean an excess debit of Rs. 60 
(making an exce.ss debit of Rs. 1 GO);and (f) will mean excess credit of Rs. 160. 
The trial balance will agree. 

Errors of Priuetples arise when: (1) an expense is treated as an asset or nice 
versa; and (2) when an income is treated as a liability and vice versa. Suppose two rooms 
are constructed at a cost of Rs. I.'ijOOO. If the amount is debited to Repairs Account, it 
will be an error of principle. Similarly, if a car is repaired at a cost of Rs. 2,000 and if 
the amount is added to the cost of the car, it will be an crior of principle. If the firm takes 
a loan of Rs. 5,000 and credits Sale Account, it will be committing an error of principle. 
Errors of principle allow the trial balance to agree but because of them the profit or loss 
will not be correctly ascertained nor will the balance sheet be prepared correctly. But 
for this matter all errors will have an effect on the profit or los.s figure and the statement 
showing assets and liabilities. 

All types of errors are shown in the following chart; (See table page lag ) 

Correctiott of Errors 

If an error is located immediately after it is committed, it may be corrected by 
crossing out the incorrect entry and writing the correct one. Such a correction would 
be initialled by the person doing it. Suppose in the account of Rustom, an amount of 
Rs. 365 received from him is entered as Rs. 356, the entry after correction may look as 
follows: 

Roston 


I By Cash.365 W.R. 

However, if time has elapsed between the commission of the error and its detection, it - 
should be corrected only by making a suitable additional entry. It may be done either ^ 
through a Suspense Account or otherwise. 

Rectification with Suspeuae Account 

The student remembers that certain types of errors throw the trial balance ou)j\: 
and that other types do not. It means that the difference in the trial balance is the nct?|, 
r,csult of the former type of errors. The difference in the trial balance is placed in a ncw^lj 
opened Suspense Account. If the debits are short, the difference will be debited to thfn 
Sttspensc Account and it will be credited to Suspense Account if the credits are 
With the additioii of the Suspense Account, the trial balance will have the 
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(trial balance will not agree) 
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having agreed (in actual far I. it is net agiredj. Asniifl when I'lons aie located, the account 
concerned is debited or credited with the if(miicd anioinit (In make its Ijalance the correct 
one); the corresponding crrdil or debit will bt; l«t Siispenst' Arcomit. Suppose the Sales 
Account is credited by Rs. l,7idt instead of by R*-. l,r)70. Tlie cxfcss credit to the Sales 
Account can be collected only bj debiting it by Rs. IdO. t^'I'liis will make the net credit 
to be Rs. 1,570 i.e., Rs. 1,7.50 (credit) less Rs. IBO (debit), 'rhe Sales Account having 
been debited, the Suspense Account will be credited. To take another example, suppose 
a purchase of Rs. 200 from Seth has been debited hi his account. Sctli .should have been 
credited. This can be brought about by crediting his account with Rs. 400 (Rs. 200 to 
remove the debit and Rs. 200 for correxl credit). For this credit entry, Suspense Account 
will be debited. 

It should be noted that svhen all enors afTer.tiiig the trial balance have been 
corrected, there should be no balance left in the Suspense Account. This follows from the 
fact that the original entry in the Suspense Account was itself the net rc.sult of all errors 
affecting the trial balance. If correction of errors still leaves a balance in the Suspense 
Account, there is still some error Icit. 

The student has to remember that errors not affecting the trial balance are corrected 
not through Sirspcnse Account but by directly debiting or crediting the affected accounts. 
Suppose Raliim pays Rs. 400, but, by mistake, the amount .stands credited to Ram. The 
wrong credit to Ram has to be removed by debiting his account, and of course Rahim 
must be credited. The entry, therefore, is: 

Ram Dr, .,Rs. 400 

To Rahim .. Rs. 400 

Correcdon of error by which Ram was credited instead of Rahim. 

As another example, suppose that goods relumed by Rail of the value of Rs. 600, 
have been omitted entirely in the books. Obviously the Returns Inwards Account has 
to be debited and Rao has to be credited. The required entry is: 

Returns Inwards Account Dr. , ,Rs. 600 

To Rao ., Rs. 600 

Rectification of omission to record returns of goods by Rao. 

One sees, therefore, that in such cases the Suspense Account is not involved. 

niastration 16 

The book-keeper of a firm found that his trial balance was out (excess credit) 
by Rs. 752. He placed the amount in the Suspense Account and subsequently found the 
following errors: 

(a) The total of the Discount column on the credit side of the Cash Book, Rs. 78, 
_ was not posted in the Ledger. 

^ol(! Sometimes a problem docs not state the opening balance of the Suspense Account. This can be . 
ascertained by correcting all errors and posting the Suspense Account and then putting the difference 
of die two sides of the Suspense Account on the shorter side. Suppose after rectification of errors, the 
debit side of the Suspense Account totals Rs, 890 and the credit side louds Rs. 650. The difference is' 
Rs. 240 and it should be put at the top of the credit side of the Suspense Account as "By Difference , 
in Trial Balance, Rs. Zw” '• < ’ 
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(4) The total of the Purchase Book was Rs. 1,000 shnri. 

(c) A sale of Rs, 375 to Kohli was entered in the Sales Book as Rs. 735. 

(d) From the Purcha.se Book, Bosc’.s account was debited, svilh Rs. 175. 

(e) Gash, Rs. 250, received from Maitra agidnst debt previou.sly written off was 
credited to liis account. 

(f) Purchase of office furniture, Rs. 750, on credit from Delhi Furnishers was 
entered in the. Purchase Book. 

(^) While carrying forward the total of lh(‘ S:de.s Book from one page to another, 
the amount of Rs. 11,350 wa.s svrilteii as Rs. 11,538. 

(/i) The proprietor took goods of the value of Rs. 150 for his domestic consump¬ 
tion. No record of it has been made in books. 

(t) Repairs bill for the proprietor’s personal car, Rs. 410, has been paid by the 
firm and debited to Repairs Account. 

(j) A sale to Kassim of Rs. 700 has been entered in the Purchase Book. 

Rectify the errors by means of suitable journal entries and show the Suspense 
Account. 


Solution 


Journal 


Suspense Account Dr. 

To Discount Account 

Rectification of the omission of credit to Discount Account 
from the Gash Book. 


Purchase Account Dr. 

To Suspense Account 

Short debit to Purchase Account (due to sitort totalling) 
corrected by furtiier debit of Ka. 1,000. 


Sales Account Dr. 

To Kohli 

Rectification of error by which Kohli was debited and Sales 
A/c credited by Rs, 735 (because of entry in the Sales Book) 
instead of Rs. 375. 


Sumense Account Dr. 

To Bose 

Correction of error by wliich Bose svas debited instead of 
credited by Rs. 175. 


Maitra Dr. 

To Bad Debts Recovered A/c 
The vnrong credit to Maitra (for amount received from him 
in respect of debt previously written off) removed and 
tiansfcrred to Bad Debts Recovered A/c. 


Oitice Furniture Account Dr. 

To Furcliases Account 

Wrong debit to Purchases A/c (due to entry in Purchase 
Book) removed and Office Furniture Account debited; 
account of supplier already credited correctly ftom 
Purchase Book, 


Sales Account Dr, 

To Suspense Account 

Greater credit to Sales A/c due to wron^ carry fortyard 
_and hence total corrected by the requisite debit. 


Carried forward 
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Journal-'/.feii/t/. 


Ur. 

Cr. 

' lli 

|l 

\‘i 

il 

Ra. 

1,438 

i 

1,43^ 

IfiO 

■1 

11 

ISO 





ll 


410 

*) 

} 

41Q 

700 

ii 

< 

>1 

1) 

700 

700 

l] 

‘i 

Ii 

700 

4,928 

!i 

4,928 


’ h ■"- 

. -^ 


(A) 

(0 

(j) 

(j) 


linmglii fonvanl | 

Capital Account Ur. * 

To Sales Account i 

Oiiiissioii of entry regarding goods takrn hy pritpriciori 

now rectified. _ _ 5 

Capital Account Ur. 

To Repairs Account 

(Wrong) debit to Repairs A/c in rapect ul'ainuuiit spent 
on proprietor's private cu transrerreii to Cipiial Acrnuni. 

Kassim Ur.' 

To Furcliasc Account 

Removal of elifect of wrong entry in Purrhase Hook for, 

sale made to Ka ssim.__ ■ 

(ii) kassim Ur.! 

To Sales Account i 

_£ntry for sale to Kiwim now made t 


TeM Rs. 


As an alternative, there can be a combiiutd entry also, vis., 


(j) 

Kassim 

To Purchases Accovmi 

To Sales Account 

3 ' 

•"1 I 

. I i 

1,400 

700 

700 


i i 




Ur. Soapetue Account Cr. 




Rs. 

j 


Rs. 

To DiflTerence in 
Trial Balance 

To Discount Ajc 

To Bose 


752 

70 

350 

, By Purcliasr A/c .. 
i By Sales A/c 

j 

» 


1,000 

I8o 

Rs. 


1,180 

j 

■ 

1,180 


UlustrsitiQii 17 

Rectify the following errors and prepare the relevant Suspense Account: 

(i) Sale of old machines, Rs. 6,000, on credit to Oldwarcs has been entered in 
the Sales Book. 

(ii) On payment of Ra. 980 to John in settlement of debt to him of Rs. 1,000, ^ 

the discount was not entered in the Discount column of the Gash Iftookrf 
John’s account has been debited by Rs^ 1,000. . 1 

(iii) The total of Returns Outwards Book was R.s. 100 short. ^ 

(iv) A sale of Rs. 359 to Gupta has been entered correctly in the Sales Book 

credited to Gupta as Rs. 39S. ' 
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(v) Repairs, Rs. 680, to Motor Trucks has been debited to Motor Vehicles 
Account as Rs. 860. 

(vi) Cash received iVom G. Dass, Rs. 250, has been debited to C. Dass (entered 
correctly in Gash Book). 

(vii) Furniture has been purchased on credit for Rs. 800. There is no record in 
books. 

(viii) A purchase of Rs. 600 from Khan lias been entered in the Sales Book but 
the account of Khan has been correctly credited. 

Solution 


Dr. Cr. 


Rs. 


Rs. 


(i) 


(ii) 


(ili) 


(iv) 


(V) 


(vi) 


(vii) 

(viii) 


Sales Account Dr. 

To Machinery Account 

Wrong credit to Sales Account (brcatisc of entry in Sales 
Book) in respect of sale of old machines removed; 
Machinery Ac c ount now credited. 

Sunense Account Di. 

To Discount Account 

Omission of credit to Discount Account (through omission 

in Gash Bo ok , Disc ou nt co lumn) now rectified. _ 

Suwense Account Dr. 

To Returns Outwards Account 
Short credit to Returns Outwards A/c (because of sliort 
casting) rectified. > 


Dr, 


Gupta 

To_ Suspense Account 
Credit to Gupta ofRs. 395 converted into a debit of Rs. 359 
by debiting him with Rs. 754 (Rs. 395 to remove credit and 
Rs. 359 as correc t debit) 

Repairs Account Dr. 

Suspense Account Dr. 

To Motor Vehicles Account 

Wrong credit to Motor Vehicles A/e removed; correct debit 
to Repairs A/c placed, the dilierence debited to Suspense 
Account. _ 

Suspense Account dT. 

To C. Dass 
To G. Dass 

Removal of wrong debit to G. Dass and placing a credit 
in G, Pass's A/c. _ 

Furniture Account Dr. 

To Supplier 

O missio n to record purchase o f furniture rec tified 
Purchase Account Dr. 

Sales Account Dr. 

To Suspense Account 

Removal of wrong credit to Sales A/c (because of entry 
in Sales Book) and placing correct debit to Purchases A/c 
(Since Khan stan^ credited already, credit goes to 

Suspense Account in the rectiiying entry). 

Total Rs. 


I 


6,000 

6,000 

20 

t 

20 

100 

100 

754 

754 

680 

ISO 

860 

500 

250 

250 

800, 

800 

600 

600 

1,200 

10,234 

10,234 
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Dr. S«»pcji»«! Account 


! 


, 



Rs. 

To Difference iii Tiial 
Balance (balancing 

figure) 

To DiseouiU A/c 

To Returns Outwards A/c 
To Motor Vehicles A/c 


1,654 

20 

too 

1«0 

1 

i 

By Gupta 

By .Suitdrics —. 

1’urchik.se A/c 600 
Sairs AJc. 600 


754 

1,200 



1,934 

1 



1,954 


Rectification without Suspense Account 

If the difference in trial balance i.s not put in a Suspense Account, tlie correction 
entries will only be one-sided in tlic case of error-s affecting the trial balance. For example, 
in illustration 17, (ii) means that only the Discount is trrong; John’s account is already 
correctly posted. The covrecti»jn, therefore, should mn touch the account of John. Only 
Discount Account will be coi rected. Iii this case, Rs. 20 nmst be written on the credit 

side, saying, “By Omission of entry in Cash Book on...Rs. 20". Double entry, 

cannot be completed for correction in such cases. But for error not affecting the trial 
balance, correction will be made in the manner already stated. In ilIu.siration 17, items (i) 
and (vii) will be corrected as .shown in the solution given above. For others, the correction 
will he as under: 

(ii) Credit Disctjurit Account by Rs. 20, .saying “By Omi.s.sion in C!a.sh Book on.. 
Rs. 20". 

(iii) Credit Returns Ouhvaids Account by Rs, 100, saying “By under-casting of 
Returns Outwards Book for the month of..... .Rs. 100". 

(iv) Debit Gupta by Rs. 754, saying “To Rectification of wrong posting on..,. 
Rs. 754". 

(v) Debit Repairs Account, Rs. 680 and credit Motor Vehicles Account, Rs. 860. 

(vi) Credit C. Dass and also G. Dass by Rs. 250 each. 

(vii) Debit Purchases Account, Rs. 600. 

(viii) Debit Sales Account, Rs. 600. 

EXERCISE Vin 

1. If a trial balance does not agree, it means that there arc certain errors. 
What steps will you take lo locate these errors? 

2. What are the various types of errors? Briefly describe each of them 
giving suitable examples. 

3. Briefly describe the procedure of rectifying errors. What difference 
does the opening of the Suspense Account make? 

4. State, along with reasons, which of the following statcinenis are false: 

(a) It is only a big difference in the trial balance that requires serious 
investigation j a small difference can be ignored. 

(i) When a trittl balance does not agree, it means that there are some errors. 
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(c) In the Absence of a Suspense Account, certain errors arc rectified by 
debiting or crediting only one account. 

(d) All types of errors nece.ssarily alFect trial balance, 

(e) All errors of principle affect the Profit and Loss Account and the 
Balance Sheet. 

[dfir: False statements—(a) and (rf)]. 

5. When Mahendra’s account is wrongly debited instead of Narendra’s 
account, it is called an error of commission, but when the Machinery Account is 
wrongly debited instead of Repairs to the Machinery Account, we call it an error 
of principle. Why? 

6. Classify the following errors: 

(i) The total of the Purchase Book is short by Rs. 100 

(ii) A credit sale of goods in trade to Tripathi is entered in the Sales Book 
but Tripathi’s account is not debited. 

(iii) Repairs to Buildings arc debited to Building Account. 

(iv) A sale of Rs. 400 is entered in the Sales Book as that of Rs. 840. 

(v) Some old furniture is sold on credit and is entered in the Sales 
Book. 

(vi) Whitewashing expenses iu respect of proprietor’s residential house paid 
by the firm arc debited to Building Repairs Account. 

(vii) Returns Outwards, Rs. 100, are not debited to the account of the 
supplier. At the same time, a discount of Rs. 50 allowed to I-Iarish is 
entei’ed on the debit side of Karish’s account. 

(viii) Gash received from G. Lall, Rs. 350, has been debited to G. Lall. The 
entry was correctly passed in the Gash Book. 

(ix) Discount received from a creditor was correctly entered in the Cash 
Book but was not posted to the account of the creditor. 

(x) The proprietor takes away goods worth Rs, 60 for his domestic use. 
No entiy has been passed for it. 

[i4ns; Errors of Omission, (ii), (ix), (x); 

Errors of Commission, (i), (iv), (viii); 

Compensating Errors, (vii); 

Errors of Principle, (iii), (v), (vi).] 

8. Correct the following errors without opening a Suspense Account; 

(rt) Returns from Kasim, Rs. 237, have not been entered in the Returns 
Inwards Book. 

(i) Total of Sale Book is Rs. 100 short. 

(c) A purchase of goods, Rs, 623, from Ladli Bros., has been entered 
in the Purchase Book as Rs. 423. 

{(I) A discount received from Plarish, Rs. 20, correctly entered in the Cash 
Book, has not been posted to his account. 

(e) Acashpwchaseoffurmturc, Rs, 738, stands credited to the Furniture 
Account. 



13(1 


KW-MfeJiTS ru«Ji»{-K} r.PIN<. AMI All nrM,\M;V 



if) Cash ii'ii'i'ril (iniH Am/.. Ks kiutiaK nUf'ifd ui the (Hash 

Biiiik. li jwsiril In A/i/S tu r-mnt as IC. 

{g) 'llir iipniing hahmre nf ihr I'lHiiiiiirr Af minil tiTiitrn as Rs. 973 
instrail ol'Rs, (MT. 

{kl While pisliiij,; ihejiiHtiwl rniry Ini rni* ilur u> l»m<lirtt'dt Rs. 400, tlv4 
Rent AcKoiiHl svas wrnngK- irrtlilril. Thr account mi 

correctly circtitiril. 

(i) fhtf Uifcount Afcrmiit shmiUi show a tlrhii halaitcr of Rs. Ci3, but it is 
wrongly baloiieeil as R«. 3h. 

tj) 1‘rom iVir Pinrhaap Iknik, vVlul's ai-Mnioi has iwni itrltiird with Rs, 170, 

8 . Pass the jourriat entries urci-ss.irv t«» rmify tin* eruini rnrntumetl in Qjtesdon 
No, 7 above assuming tliat iherc is a Husprnsc Amnml. .Also show the Suspense Account 
[The Trial Balance ii onl by Hi. 647 ex/fir n/dili 

9- The trial bitlance of Mitra & Co., is out by .u» excesw e-tetiit of Rs. 582. The 
difference is placed in a Suspense Account ami the Inllnwiog rrrnw are subsequently 
detected. Rectify the errors hy means of suitable journal rnt» ies and sitow the Susperae 
Account. 

(а) The total of the Discotini coliitnii on the debit side of the Cash Boo)ti 
Rs, 145, was not posted in the Ledger. 

( б ) Cash, Rs. 325, received front AW«ir against debt previously written elf, ) 

was credited to his account, . „ 

(e) Sale of old olfice furniture, Ra. 383, on credit u* Nulotdt Furniture Hoiaf 
was entered hi the. Sale Book. 

(d) While canying forward the total of the Purchase RcturnsBaok from one p^: ; 

to another, the amount of Rs. 1,843 was written a* Rs, 1,483. , - 

(«) Repairs ui Office Buildings, Rs, 259, were posted to the Office Buildings'' 
Account as Rs. 59. , , , 

(J) A sale of Rs. 589 to Kulharui was correctly entered in the Sales Book but wai 
placed on the credit side of Kulkarni’s account as Rs, 598. ^ 

(,?) On receipt of Rs, 490 from Verma in settlement of an account of Rs, 5% 
the discount was not entered in the discount column of the Cash Book. VtmiA^ 
account was, however, credited with Rs. 500. ll, ; 

(h) A sale of Rs. 300 to Sharma was entered in the Purdtase Booki howev^(|t, ! 

was correctly debited to Sharma’s account, 

^ 10 . 1110 accountant of a flrna finds that the trial balance as on Slst Dccem^y 
1964, is out by an excess debit of Rs. 283, He placed the amount in die Siwjpe^; 
Account, In the first week of January, 1965, he discovered the followup errors. |||| 
journal entries necessary to rectify these errant and show the Supeose Account as it VW® 
appear at the end of the week. Have you any comment to msdte? 

(а) Gash paid to Amar Nath, Rs. 75, was posted on the credit side of 
Singh’s account as Rs. 57. 

( б ) Discount allowed by Brijesh, Rs, S, was not entered in the Cash 
, Brijesh stands debited correctly. 
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(<;) No entry was made for goods worth Rs. 40 taken away by the proprietor for 
personal use. 

(</) Rs. 500 received from Jhaveii Bros., for interest on loan advanced to them 
were recorded in the Gash Book. But the entry was not po.sted in the ledger, 
(i') The total ol’Rctunis Oiitwai d.s Book was .short by Rs. 100. 

{Hint: Al the end of the week, the Siwpensc Account will be showing a debit 

balance of Rs. 190. It means that there are still some errors left undclcc- 
ted, which are throwing out the trial balance). 



CHAPTER IX 


j^inal Accounts-I 


The chief objective of keeping acconnts is to prepare, at the end of the year, the 
Profit and Loss Account showing how much profit has been earned and how much loss 
has been suffered and to prepare the balana' sheet showing the financial position of the 
concern. This work is done on the basis of the trial balance taken out of the books of 
account, The trial balance, as the .student rennmibers, is the net result of various accounts 
classified into debit and credit balances. An agreed trial balance is a proof of accuracy 
of work. Naturally, the work of preparing final accounts cannot be taken up unless and 
until the trial balance lias agreed. In thus chapter, we will discuss the preparation 
of a rather simple Profit and Loss Account. Howi'ver, one .should note that in a 
manufacturing or trading concern, the Profit and I*oss Account really consists of two, 
parts, namely, the Trading Account showing the gross results of purchases or sales of 
goods, and the Profit and Lo.ss Account proper showing the gross profit earned and 
expenses incurred. 


The Trading Account 

The purpose of the Trading Account is to show the difference between prices paid 
for goods and prices charged to customers. If, as is usually the case, the price charged to 
customers exceeds the price paid to suppliers, there will be a margin of profit which 
is called gross profit. To take a very simple example, suppose a newly started concern buys 
goods worth Rs. 30,000 in a year and sells all the goods for Rs. 50,000, There is no stock. 
This means that the concern has earned a gross pi-ofit of Rs, 20,000, It can easily be 
ascertained by comparing purchases ,and salra. However, in most cases, at the end of the 
year a certain quantity of goods is likely to remain unsold, and for calculating grosti, 
profit, it is necessary to take this into account. Suppose, a newly slai'tcd concern purchases 
goods worth Rs. 50,000. During the year sales total up to Rs. 65,000 and at the end of ths' 
year goods of the value of Rs. 6,000 arc lying unsold. This means that out of the purchase's 
of Rs. 50,000, Rs. 6,000 worth of goods remain unsold. Therefore the cost of goods s,c^d, i 
comes to Rs. 44,000, i.e., Rs. 50,000 minus Rs. 6,000, This figure of Rs. 44,000 comp^^ 
^ with tne sale of Rs. 65,000 gives us a gross profit.cf Rs, 21,000. , 
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Take another example. A firm starts a year with Rs. 5,000 worth of goods on hand. 
Its purchases during the year are Rs. 60,000. The stock at the end of the year is Rs. 8,000. 
Sales total Rs. 80,000. The cost of the goods sold during the year comes to Rs. 57,000 
as follows: 

Opening stock .. ., ,. 5,000 


Cost of goods purchased 
Total / 

Less goods still unsold 
Cost of goods sold 


60,000 


65,000 

8,000 


57,000 


Since the sales are Rs. 80,000, there is a gross profit of Rs. 23,000 (obtained by 
deducting Rs. 57,000 from Rs. 80,000). — ** 

Usually there arc returns outwards or purchase returns as well as returns inwards 
or sale returns. For the purpose of calculating gi-oss profit, net purchases, i.c., purchases 
minus purchase returns and net sales, i.c., sales minus sales returns should be considered. 
Another point to note is that when a concern buys goods, it incurs certain expenses like 
freight, cartage, etc., to bring the goods, in addition to the amounts paid to suppliers 
or amounts debited to the Purchase Account. Such expenses are also added to purchases 
or cost of goods sold while ascertaining gross profit. But expenses incurred oh making 
sales (e.g. freight outwards) are not considered. Of course, they will be deducted, along 
with other expenses, from the gross profit to ascertain net profit. 

The information which is used for preparing the Trading Account is all available 
in the Trial Balance except that the value of stock on hand is ascertained at the end of 
each trading period by making a list of all goods lying in godowns together with their 
quantities and then finding out their cost. In order to get a safe figure of profit, the value 
of stock is always on the basis of cost or market price whichever is lower*. This really means 
that a concern should not consider a profit which has not yet been earned; but if a loss 
is expected because prices have fallen, it should be taken into account. This is done by 
taking the market price of goods if it happens to be lower than the cost. 

Consider the following summarized Trial Balance: 

'lyial Balance as on 31st December, 1964 


Debit 
Rupees 

Stock account as on 1st Jan. 1964 . 3.5,000 

Purchases Account ., .. . 1,20,000 

Purchase Returns Account . 

Sales Account . 

Sales Returns Account ... 5,000 

Freight on Purchases .. .. . 8,000 

Expenses on Sales, etc. . 15,000 

Oapital Account ... .. .. ,. .. .. .. 

Various Assets .. .. 45,000 


Credit 

Rupees 


6,000 

1,90,000 


27,000 


2,23,000 2,23,000 


'' , The stock on hand pn 31st December has been ascertained to be Rs, 30,000 at cost. 
1 ‘' *This quesriop pf valuation of Stock will be considered in the following chapter, * 
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The gross profit of the concern can be ascertained as follows: 


Sates durini;; 1964 

Less Sales Returns 

Stock on 1st January, 1904 

Add Purchases 

Less Purchase Kciuras 


Less Stock on 31st December 1964 


Add Freight on purchases 
Cost of goods sold , 
Gross profit earned 


Rupees 

Rupees 

Rupees 

1,90,(100 

O.OW) 


1,85,000 


35,000 

—-- 

1,20.000 

0,000 

1,14,000 



' r,49,000 



30,300 



1,18,700 

0,000 



_l.26,7Q0 

spoo 


The. above can also be put in the. form of an account. 'rhi.s will appear as under: 

Txadlog Account fov the year ended 31et PccemheVf 1964 
Dr. Cr. 


To Opening Stock 
To Purchases 
Less Purchase Returns 

To Freight on Purchases .. 
To Gross Profit 


1,20,000 

6,000 


Rs. 


R». :■ 

35,000 , By Sales 

.Less Sale Returns 

1.14,000 , 

< By Stock (Closing) 
8,000 jj 
50,300 j! 

2,1S ,3 M " ji 


1,90.000 

.5,000 


Rs. 


Rs. 

1,85,000 

30,300 


2,15,300 


For preparing Trading Account, journal entries arc necessary. In the above case, 
the following entries will be necessary: 


I. Purchase Returns Account 
To Purchases Account 

Transfer of Purchase Returns Account to ascerlAin net purchases. 


Dr. 


2. Sales Account Dr, 

To Sales Returns Account 

Transfer of Sales Returns Account to Sales Account ibr ascertaining 
net sales. < 

3. Trading Account Dr. 

To Stock Account 
To Purchases Account 
To Freight Account 

Transfer of the three accounts to Trading Account. 

JfoUi This entry will close these three accounts, 

4. Sales Account 

To Trading Account 

Transfer of gales Account to Trading Account. 


Rs. 

Rs. 

6,000 

6,000 

5,000 

5,000 

1,57,000 

e> 

35,003 

l.lpO 

-^ooo 



1,85,000 

1,83,000. 


SiUi This entry wUl dose the Sales Account. 

5. Closing Stock Account 
To Trading Account 

Bringing into account the closing stock of Rs. 30,300. 


Dr. 30,300 


NqUh With this entry a new account, namelyi the Closing Stock Recount will be bpen^ 
will be M asset and tyfll be shown in the balance sheet of die firm. , 
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In a manufacturing firm, besides purchases, which will be of raw materials, there will 
be other expenses incurred for manufacturing goods. Such expenses will be: wages paid 
to workers, fuel or power, consumed, lighting etc., of the factory. For finding out the gross 
profit, such expenses are also debited to the Trading Account. 

Consider the following summarized trial balance: 

Trial Balance as on 31st March, 1964. 

Debit Credit 


Rs. Rs. 

Stock on 1st April, 1963 20,000 ■ 

Fuichascs. 80,000 

Wages . 40,000 

Power . 10,000 

Freight on sales . 5^000 

Sales . 2,00,000 

Sales Returns . 6,000 

Office & Selling Expenses. 14,000 

Various Assets .. ., .. 50,000 

Capital . 25,000 


2,25,000 2,25,000 

The stock on 31st March, 1964 was Rs. 26,000. 

The Trading Account will appear as under: 


Trading Account for the year ended 31nt March, 1964 
Dr. Cr. 


To Opening Stock 

To Purchases . 

To Wages 

To Power . 

To Gross Profit. 

—EiT" 
20,000 
80,000 
40,000 
10,000 
70,000 

By Sales 

Less Sales Returns 

By Closing Stock 

. 2,00,000 

. 6,000 

Rs. 

1,94,000 

26,000 


2,20,000 



2,20,000 


The journal entries required for preparing the Trading Account will be as follows: 


1. Sales Account 

To Sales Returns A/c 

TVansfer of Sales Returns A/c to Sales A/c to ascertain net sales. 

Dr, 

Rs. 

6,000 

Rs. 

6,000 

2. leading Account 

To Stock Account 

To Purcliascs Account 

To Wages Account 

To Power Account 

Transfer of above accounts to Trading Account. 

Dr. 

1,50,000 

20,000 

80,000 

40,000 

10,000 

3. Sales Account 

To Trading Account 

Transfer of Sales Account to Trading Account, 

Dr. 

1,94,000 

1,94,000 

4. Qlosiiw Stock Account 

To Trading Account 

Bringing Into account the Closing Stock of Rs, 26,000. 

Dr. 

26,000 

26,000 
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The gross profit. vcvimU’cI by the Trading Acctjunt is always tninslcn-ed to the 
Profit and Loss Account. The entry ulwayH is: 

Tiadmg Acaiunl Dr 

To Profit & Loss Ajc, 

• Of course, if there is a loss, the entry will he reversed and will be: 

Projil & Loss Account Dr. 

To Tradinfi /kco««/. 

Below we give ledger accounts to show how the various iiecoi«it.s are affected by 
the above noted journal entries, 

aiock Actoimi 

Dr. Cr. 
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Dr. Sales Returns Account 


? 

To Sundries 

Rs. 1964 

Mar, 31 

6,000 

By Sales A/c— 
Transfer 


Rs. 

6,000 








Office & Selling Expenses Account 



To Bank 

“1 ^ ^ ^- 

..: 14,000, 



1 1 1 


Various Assets Account 



Closing Stodi Account 


1964 
Mar. 31 

To Trading A/c 


26,000 

1964 

Mar. 31 

By Balance c/d 


26,000 

1964 

Apl. 1 

To Balance b/d 


26,000 






Profit & Ijjss Account 




1964 

Mar. 31 

By Trading A/c 






Gross Profit 


70,000 


Trading Account appears on page 148. Gan the student say how much net profit 
the firm has made? Deduct the expenses (notyet debited to Trading Account) from the 
Gross Profit. The total of such expenses is'Rs. 19,000 (freight on sales, Rs. 5,000 plus 
office and selling expenses, Rs. 14,000). Deducted from the gross profit of Rs. 70,000, 
Rs. 51,000 remains. This is the net profit. The total assets are: 


Rs. 

Various Assets . 50,000 

Closing Stock . 26,000 

_76,000 

Since nothing is due to outsiders, the whole of this belongs to the proprietors 
whose capital may, therefore, be said to be Rs. 76,000. This figure is also 
ascertained by adding the net profit, Rs. 51,000, to the previous balance on Capital 
Account, Rs. 25,000. 
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Principles for Preparing Trading Account 


For correct piqiaralioit orri.ujiiig Arc oimt. llir InJlowinif pjiiits should be noted; 

I- All goods received iK'ituc the rlose ut the year slitoilrl he aceoimtcd for. Snn n- 
times it liappeiis that the goods aie received hut the rottesponding invoice is not received 
for a few days. Caieshouid l)c taken to ask the supplier to send tlin invoice immediately 
and to record the invoke iii the Purrhasc Jkmk. Alternatively, it the put chase book lias 
already been closed, a jovivnal entry may lie passed, dehlting Piirelmse Account and credit, 
iiig Supplier’s Acctnmt. Tins will ensure that fustly, the Purchase Account shows the ■ 
true figure for purclnasc made and secondly, the li.diiliiy in the supplier will be brought 
into hooks. An alternative mctiiod is to keep such gmids apart and not to include thetniu 
the closing stock. In sneh a case entry in the bonks is tint rerpiired in llie current year but' 
wili be passed in the sulMctiuent year. This c.oni'se of .iction is not advisable since, the . 
goods having been received, there is an ablig,(tinn to pay fm* ihetit. The books should show 
the amount payable for .such goods. 


2. Goods received on Iwlialf of others should not he included in the 
Purchases Account, For instance, the firm in.iy Ik- arting as an agent for somebody 
else and may have received goods on cuiisignnient to be sold at the risk of the 
consignor. The agent does not puichase the goods ahhnugh he may have the 
physical possession. Purchases Account must not, therefore, include value of any ! 
such goods received. The tlosing itotk also should isol include goods belonging 

the primpaL 

3. Sometimes a firm enten into wdiat are known as fonvard trausactiotu. The. .. 

firm may enter into a contract by which it will purchase a few months hence a certain 
quantity of raw materials at a given price. This is a forw<u’d purchase. Such purchases . 
also should not be included in the purchases. Entry for purchases should be pased otily 
when the goods arc actually received. , , , 

4. Purchases should not include purchase of fixed assets, Investments, etc. < 

The following points should be noted icgardidg sales; : 

1. If goods have not been actually despatched to the customer, no invoice j 

should be made out even though the customer has placed a firm order for .their , 
purchase. Often invoices are made out but goods are not de.spatchcd and they ale ' 
included in the closing stock also. This will inflate profits, It is better to includesi^ch . 
goods in stock and not to make out an invoice for them. If, however, the invoich hsw . ■ 
been made out and entered in the sales book, a correcting entry will be necesSsty, 
This will be; . 

Sales Aeeaunt Dr. 

To Customer’s Atmmt, 

An alternative is that such goods may be kept apart and not included in stodti. 
This is also not advisable since the customer’* obligation to pay arises only when 
are despatched. ‘ V'"-‘ 

2. Sales made out of goods received from the principal and to be soW.ort^te; 
behalf should not be credited to the account of the principal because the sale 


} s 


■ rtw 
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will have to be paid to him. If by mistake such sales have been included in the Sales 
Account, the following correcting entry will be necessary; 

Sales Account Dr. 

To Consignor's Account. 

3. Sales should not include any sale ot fixed assets or things other than those 
dealt in. For instance, if office furniture has been sold and included in the Sales Accounts 
it will inflate profits. Again, there should be a correcting entry. That will be; 

Sales Account Dr. 

To Furnittoe Aicnunl. 

4. Sometimes goods are sent to customers on sale or return basis. The customer 
has a right to retain the goods or to return the goods within a specified period. At the 
close of the year goods with customers but still returnable by them should not be treated 
as sale. The Sales Account should be debited and the Customer’s Account credited with 
the value of the invoice sent. This will reduce sales and the amount due from customers. 
At the same time, one should note to include the cost of such goods in the closing stock. 

5. Forward.sales, i.e., an undertaking to sell goods at a future date should not be 
treated as sales until the goods are acUially despatched. 

Stock at the end of the year must be properly valued. Inflation of this figure will 
mean inflation of gross profit, and if stock is valued at an unduly low figure, gross profit 
will be deflated to that extent. This question will be taken up in the following chapter. 


Profit and Loss Account 


Tlie Profit and Loss Account is prepared after ascertaining gross profit or gross 
loss. The various expenses incurred or losses suffered (other than the expenses charged 
to the Trading Account) during a period are deducted from the gro.ss profit. If tlie firm 
has made any gain, like discounts received or commission earned, it is added. The result 
is net profit. This naturally belongs to the proprietor and has to be transferred to the Capital 
Account. We .shall illustrate this by prepaiiiig the Trading Account and then the Profit 
and Loss Account from the following trial balance of Khanna as on 31st December, 1964: 


Debit Balances 

Rs. 

Qredit Balances 

Rs. 

Plant & Machinery .. 

Purchases ,, 

Sales Returns. 

Opening Stock. 

Discount Allowed .. .. 

Bank Charges. 

Sundry Debtors 

Salaries . 

Wages ,. 

Carriage; Inwards ,. 

Outwards .. 

Rent, Rates A'Taxes .. 
Advertisements 

Cash at Bank .. 

80.000 
68,000^ 
1,000 
30,000 
.. 3.30 

75 

45,000 

.. 0,800 

10,000 
750 
1,200 
2,000 
,2,000 
6,900 

Capital Account .. 

Sales 

Purchases Returns 

Discounts Received 

Interest Received .. 

Sundry Crediton .. 

1,00,000 
.. 1,27,000 

1,275 
500 
■300 

25,000 

\ 


2,54.075 


2,54,075 


The stock on 31st December, 1964, was 


valued at Rs. 35,000. 
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The Trading Accouiil will appear as follows: 


Dr. Trading Account of Khanna for the year ended Slat December, 1964. o, 

To Opening Stock 

Rs. 

Ks. 

30,000 

By Sales 

h’. Rs. 

1,27,000 

To Purchases 

68,000 


I.rss .Sales 

Returns 

1.000 1,26,000 

Less Purchases 

Returns 

1,27.5 

C)6»72j 

lly Closing 8tf)rk 

35,000 

To Wages 

To Carriage Inwards 

To Gross Profit 

- 

10,000 

7.50 

53,525 

l^OOO 


1,61,000 


The accounl reveals that there is a gross profiit of Rs, 53,525. From this the following 
expenses have to be deducted: 



R.S, 

Discount Account . 

350 

Bank Charges 

75 

.Salaries . 

(5,800 

Carriage Outwards . 

1,200 

Rent, Freight & Taxe.s • .. 

2,000 

Advertisements . 

.. 2,000 
" 12,425 




This leaves the profit at Rs. 41,100. To this, the discount received, namely, Rs. 500, 
and the interest received, i.e., Rs. 300 have to be adtlerl. This makes the net profit 
Rs. 41,900. Put in the form of Profit and Loss Account it will appear as follows: 


Dr. Profit and Loss Account of Kfimna for the year ettded Slat December, 1964. Cr. 


Ks. 

To Discount Allowed. 300 

To Bank Charges . 75 

To Salat ics . 0,800 

To Carriage Outwards .. 1,200 

To Rents, Taxes & Rates.. ,, .. 2,000 

To Adveitiscntcnts . 2,000 

To Net Profit transferred 

to Capital Account. 4I,S00 


Rs. 

By Gross Profit. .53,525 

By Uiscounis Received .. 500 

By Interest Received .. .. 300 


54,325 54,325 


In addition to the journal entries required to prepare the Trading Account, the 
following entries will be required for preparing the Profit and Loss Account; 

Rs. Rs. 

1. Profit & Loss Account.Dr. 12,425 

To Discount Allowed . 350 

To Bank Charges ............ 75 

To Salaries. ,. ,. ,. ,, 6,800 

To Carriage Outwards . .. 1,200 

To Rents, Taxes and Rates.. .. 2,000 

To Advertisements ., ., .. ., .. .. 2,000 , 


(Transfer of various expenses to Profit and Loss Account) 
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Rj. Rs. 

2 Discount Received .Dr. 500 


To Profit & Loss Account. 000 

(Transfer of various incomes to Profit and Loss Account) 

These two entries will close the accounts of various expenses and losses and 

incomes. 

Rs. Rs. 

3, Profit & Loss Account.Dr. 41,900 

To Capital Account . 41,900 

Transfer of net profit to Capital Account. 


The student will note that a number of items have not been entered either in the 
Trading Account or in the Profit and Loss Account. Out of the debit balances the amounts 
not entered are: Plant and Machinery, Sundry Debtors and Cash at Bank. Out of the 
credit balances, the accounts not eirtered are: Capital Account and Sundry Creditors 
Account. The student knows that these debit balances are not expenses but assets, and the 
credit balances in question are not incomes but liabilities. Therefore they cannot find a 
place in the Trading Account or the Profit and Loss Account. In fact, one should note 
that nothing by way of an asset or a liability should ever figure in these two accounts. 

Distinction between Revenue and Capital Items 

The point noted in the previous pai-agraph brings us to the question as to what 
arc assets or liabilities and what are expenses or gains. In other words, the question is: 
when an amount is spent, on what basis it is to be treated as an asset, or as an expense, 
or loss? Similarly, if an amount is received, one has to know why one amount will be 
treated as income and another a liability or capital receipt. 

An expenditure will be treated as an asset or capital expenditure if: 

1. The expenditiire results in the acquisition of an asset which can be disposed of later and 
comerted into cash. If, for example, a firm spends Rs. 2 lakhs on constructing a building, 
it is an asset since the building can be sold. If desired, cash can be realized against it. 
Moreover, the building will be used for a very long time by the firm. Its value diminishes 
only gradually and is not exhausted in a short period of time. This is in the nature of an 
asset and hence that of capital expenditure. But one should note here that the money 
spent to acquire raw materials or goods to be resold is not treated as capital expenditure 
became the raw materials are continuously being used to make fini shed goods. Goods 
b ought Tor i-esale are i n fact quickly sold. Therefore, expenditure on acquiring goods 
which are dealt in is not treated as capita! expenditure, but money spent on acquiring 
any other asset will be treated as capital expenditure. 

2. The expenditure results in a lasting ben fit for the firm. Suppose a firm has a 
laboratory and as a result of the work done in it, a method for making new products is 
discovered. The firm will have a right to use the method foi manufacturing these goods. 
Therefore, the money spent on developing this method will be treated as capital 
expenditure. 

3. The expenditure is incurred to put a new asset in working order. Suppose a second'* 
hand car is plurchased by a firm for Rs, 8,000 and is overhauled completely at a cost of 
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Rs. 1,000. 'I’he total cost of the car should he trcatci] to be R«;, 9,f)00. In this manner if 
any money is spent for makinif ati fisset rc;uly for use. it will be capital expenditure, 
But any amount spent after the asset has been in nsc will be .in expenditure and not aa 
asset. Suppose, in the above example, tlie car is involved in an accident and has to be 
repaired again at a cost of Rs. 1,500. This sum eannot be treated as part of the cost of the 
carj it will have to be treated .as expense or loss. 

4. The (ximditm Tmll\ in exlm capacity. .Sometimes money is spent on making 
alterations in an existing machine or building. If as a result of .such expenditure the machine 
can do more work, i.c., it can produce a hrger quantity of goods, the px[)euditure will be 
capital expenditure. But if there is no incmisc iti capacity, the expenditure is revenue 
expenditure. 

5. The expetiditun results in reduction in the ml nf production. .Suppose as a result of. 
money spent, goods can be produced at a cost of Rs. 15 per unit as compared to the previous 
figure of Rs. 17 per unit. This is clearly due to the e.Kpeiuliturc incurred and this benefit 
will continue for a long time. Hence the expenditure can be tre.-tted as capital expenditure. 

It is needless to point out that every capital expenditure is to be treated as an asset 
and shown in the balance sheet 

Revenue Expenditure 

Revenue expenditure is in the nature of an expr«.se or loss. The characteristic 
of such an expenditure is that the benefit is available only (bi a sliort period not exceeding 
one year. The following should be treated as revenue e.xpcuditurc: 

1. Expeniilute Jor acquiring raw materials or goods dealt in: The amount spent 
has necessarily to be taken into account for iwcertaining profit because it has to be compared . 
with sales. The materials or goods acquired do not remain penn.'Uiently in stock. Therefore 
such expenditure is revenue expenditure., 

2. Expenditure whose b^ejil aspires within the year. As one knows, one can enjoy the 
services of clerks or workmen only so long as they are paid. Similarly, the landlord will 
allow the use of his premises only so long as he is paid his rent. The amount spent, therefore,,' 
does not result in any permanent benefit. Moreover, such .amounts have to be deducted, 
from the gross profit before ascertaining net profit. Clearly these are examples of revenue 
expenditure. 

3. Expenditure for maintaining assets in workiiig order. It has been pointed out above 

that expenditure incurred in order to make an asset work for the first time is capital 
expenditure, But expenses incurred afterwards will be all revenue expenditure. Repairs or' 
maintenance of machinery or building are examples. Similarly, expenses incurred in order,, 
to maintain ownership of an asset is also revenue expenditure. For instance, if money is,; 
spent to defend a suit filed by someone who claims the firm’s buildings as his own, 'it‘‘i 
will be revenue expertditure. , H 

4. All losses'{the nature of asset being immaterial) are to be treated as revenue losses, If 

destroys machinery or building or stock-in-trade, or if there is theft of cash or of investmen!^ 
.allsuch losses will be revenue losses. Before profit can be ascertained losses will have^t^^ 
deducted from gross profit, '■ , ' 
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Deferred Revenue Expenditure 

Sometimes an expenditure Is incurred which is definitely of a revenue type but 
whose benefit is likely to accrue for a period of two or tliree years. For instance, a new firm 
may spend a heavy sum of mone.y on advertising initially. The benefit of such advertising 
will be available for quite some time. Theieforc, it would be improper to deduct the entire 
sum spent on advertising frtjm the gro.ss profits of tlie first year only. What is desirable is 
that the amount be charged piecemeal against the gi-oss profits of various years. This is the 
nature of deferred revenue expenditure. Somethne.s heavy losses are also treated in this 
jnannei’. Suppose an earthquake deslroy.s the factoiy causing a very heavy loss. If the 
amount is debited to the Profit and Loss Account of one year, there may be a heavy loss. 
Most firms would distribute such a loss over the next two or three years. One should 
note that this treatment is permissible only in the case of unforsecn losses due to natural 
causes. If lo-ss results as a consequence of faulty trading policies, such losses must be 
charged wholly to the Profit and Loss Account of the year in which they occur. 


Capital and Revenue Receipts 


Just as it is important to distinguish capital expenditure from revenue expenditure, 
it is also important to make a clear distinction between capital receipts and revenue receipts. 
Revenue receipts will be entered on the credit side of the Profit and Loss Account, but 
capitalreceipts are treated either as liabilities or as reduction in the value of assets. Capital 
receipts will not figure in the Trading Account or the Profit and Loss Account. 
The following may be treated as capital receipts; 

1. Money contributed by the proprietor as capital. 

2. Money received by way of loan. 

3, Money received by,sale qf fixed jssets or investments (butif the money 
realized is more than the book figure of the asget concerned, the difference 
may be treated as income just as, if the money received is less than the book 
figure, the difference will be treated as a loss). 

4, Money received by conversion of an asset (except goods). Any amount 
received from the debtors of the firm has to be credited to their account. It is 
not a revenue receipt; it can be treated only as a capital receipt. 

The following should be treats as revetwe receipts 

1. Money realized by sale of goods. 

2. Money realized by rendering service to others, or when there is no obli^tion 

to return the money. For instance, if money is lent to somebody, interest 
received from him will be a revenue receipt, In the same way, if the firm has 
earned a commission on sales made by it on behalf of others, the cOmmi^ion 
will be a revenue receipt, " - ‘ , 

niustradon 18 


Classify the following expenditure into capital, revenue and deferred revenue 
expenditure: . - 

1. Repainting a theatre hall., 


V ’ 3 ■ 
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2. Cost of overhiiulini' a scconci-lianfl truck newly purchased. 

3. Wages paid to workers for erecting a cycle shed. 

4. Cost of putting up a gallery in a cinema hall. 

5. Cost of complete overhaul of machinery. Thi.s will benefit the firm for about 
four yeais. 

6. Cost of removing stock to a new godowii. 

7. Cost of replacing tyres of a tnick. 

8. Water consumed during constmetiou of a building. 

9. Free copies di,stributed to popularize a new magazine. 

10. Cost of acquiring a patent 

11. Stamp duty paid for title-deeds of a freehold propci ty. 

12. Additional motors fitted to a machine as a result of which the power consumed 
is reduced. 


Solution 

1. Repainting a theatre hall docs not incvcitsc its capacity. The expenditure is 
incurred only to maininin (he present custom. Therefore, tlie expenditure incurred is 
revenue expenditure. 

2. Thisexpenditurciscapitalexpenditureandshouldboaddcd to thecostofthetruck. 
That is because without this expenditure the truck cannot be put to use for the first time. 

3. This is capital expenditure because as a result of it an asset has come into 
existence whose benefit will be available for a long time. 

4. This is also capital expenditure because as a result of it the seating capacity 
of the cinema hall has increased. 

5. Since the benefit is likely to be available for about 4 years, the expenditure 
should be treated as deferred revenue expenditure. 

6. This is revenue expenditure because it has not resulted in any permanent benefit. 

7. This is also revenue expenditure because these tyres arc in replacement of 
old worn-out tyres. This expenditure is meant only to keep the asset in working order. 

8. ^ This is capital expenditure and should be added to the cost of the building 
because it is meant to acquire an asset. 

9. This is revenue expenditure because it is only in, the nature of advertisement. 

10. This is capital expenditure because the patent can be used for a number of 
years for the production of goods. 

11. This is capital expenditure and should be added to the cost of the freehold 
property because without such expenditure the asset cimnot be acquired, 

12. This is also capital expenditure because this will result in the reduction of 
power consumed and will presumably bencfiit the firm for a long time. 

Illustration-19 

Stale which of the following arc capital receipts; 

1. Amount recovered against a debt which was previously written oiF. 

2., Amount recovered from debtors of the firm. 
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3. Amount realized by sale of machinei y. The sale proceeds arc Rs. 10,000 
whereas the cost of the machine was Rs. 8,000. 

4. Fees received from apprentices. 

5. Amount realized by sale of goods. 

Solution 

Capital receipts are the following: 

2. Amount realized from debtors. 

3. Rs. 8,000 is capital receipt; Rs. 2,000 profit made is revenue receipt. 

The remaining receipts arc all revenue receipts. 

Main Principles for Preparing Trading and Profit & Loss Account 

We have covered above one of the most important principles for preparing Trading 
and Profit and Loss Account. There must be a clear distinction between capital and revenue 
expenditure, and between capital and revenue mceipts. Capital expenditure and capital 
receipts concern the assets and liabilities of the firm, and revenue receipts and revenue 
expenditure concern the profit or loss of the firm. Therefore, we may say that in the 
Trading and Profit and Loss Account of a year: 

1. Only revenue receipts, i.e,, sale proceeds of goods and other incomes or gains, 
like discounts received or commission earned, should be entered; and 

2. Only revenue cxpcn.sc.s (but all losses) should be debited to the Trading and 
Profit and Loss Account, 

(As has been pointed out above, money spent for purchasing or making goods 
dealt in is all revenue expenditure). The following principles are also as important as the 
above: 

1. Expenses and incomes relating only to the period concerned should be consi¬ 
dered. Those items which concern the previous period or a future period should be left out 
of consideration while preparing the Trading and Profit and Loss Account, For example, 
if accounts are being prepared for 1964, then expenses relating only to 1964, and similarly 
incomes relating only to 1964, siiould be taken into account, Expenses or incomes concern¬ 
ing 1963 or 1965 should not find a place in the Trading and Profit and Loss Account. A 
simple example should suffice. Suppose the firm has paid Rs. 10,000 as an advance to a 
supplier for supply of material which is expected next year. This sum is the expense for the 
following year and not for the current year because the goods will be received and used 
the following year. 

2. All cxpense.s and incomes relating to the period concerned should be brought 
into account even if the expense,? have not been paid in cash and the incomes have not yet 
been received in cash. Suppose accounts arc being prepared for 1964. It is quite likely that 
wages and salaries for December, 1964, will be paid in January, 1965. The expense was 
incurred in 1964 aud should be deducted from the incomes of 1964 for the purpose of 
finding out profit or loss. In the same manner, if any income has been earned but not yet 
received, it should be treated as income for tlie Current year. 
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3. In the case of sole proprietorships and partncislnp concerns, a clear distinction 
must be made between tlteir domestic expenses and the expenses of the firm. Often payment 
for domestic inirposes is made from the firm’s fiinds. For insiance, the life insurance premium 
of the proprietor may be paid by issiunR a cheque on the firm’s bank. This expenditure is 
personal expenditure and has nothing to do with the profit or loss of the firm. Similarly, 
if the firm receives any money which belongs to the pioprietor in his per-sonal capacity 
it should not be treated as an income of tlic Inuiness. Suppose, outside the business, 
tite proprietor holds certain .shares and he recciv(‘s dividends. He collects the dividends 
through the Bank Accotmt of the business. This income Is the personal income 
of the proprietor and slvould not be entered in the Profit and Los.s Account of 
the business. 

The principle.s which have been .stated above will necessitate suitable adjustments 
in the figures as given in the Trial Balance. In fact, a good accountant will not prepare 
the final Trial Balance unless he has passed entries fully in accordance svith the principles 
mentioned above. But often this is not done sind certain things come to light after 
the Trial Balance has been prepared. Proper entries must be passed for such items. For 
instance, it may be found that the bonefit of certain expenses will be available in the 
following year ako. Insurance is a usual example because insurance premium is paid in 
advance for a whole year. Suppose the firm takes out a policy on its motor vehicles on 
1st August, 1964, and pays a premium of Rs. 1,200. The benefit of this policy will run 
till 31st July, 1965. If the accounts are closed on 31st December, 1964,7 months’ insurance 
premium, namely, Rs. 700 should be treated as applicable to next year and the Insurance 
Premium Account, as already standing in books, must be properly adjusted. Similar 
work has to be done in respect of; (a) expenses incurred but not yet paid, (b) incomes 
earned but not yet received, (c) incomes received in respect of the next year, 
(d) personal expenses incurred or (e) expenses paid for by the firm on behalf of the 
proprietor. 


Adjusting Entries 

Adjusting entry is an entry for amending figures so as to make them suitable for foe 
purpose of final accounts. If it is found that certain expenses are still payable, an entry 
should be passed to bring into the books the liability for the expenses. In addition to the 
expenses already paid, the Expense Account has to be debited and an account called 
Expenses Outstanding Account has to be credited. 

If, on the other hand, itis found that part of the benefit of an expense will be avafo 
able next year also, ii should be brought into the books so as to reduce the figure already , 
appearing in them. This is done by crediting the Expense Account. Tire debit goes to ■ 
Expenses Prc*Paid Account. This is a sort of asset although no cash can be received 
against it. It is nevetfoelcss shown in the Balance Sheet because the benefit will still hSy, 
available. In the example given on the previous page regarding insurance premiumi f 
, foe entry will be: ' ' 

Insurance Pre-Paid Account , Dr. Rs. 700 

To Insurance Premium Account . ' ■ , ' ,, . Rs. 70p,.^‘''a 
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The two accounts would appear as follows; 


Insnrance Premium Accoout Cr, 




Rs. 

1964 



Rs. 

To Cash 


1,200 

Dec. 31 

By Insurance 







Fre-Faid Account 


700 




91 

By Profit £t Loss 







Account 


500 



1,200 




1,200 


Insntaaoe Fre«Paid Account 


1964 

Dec. 31 

To Insurance 
Premium A/c 


Rs. 

700 

1964 

Dec. 31 

By Balance c/d 


Rs. 

700 

1965 

Jan. 1 

To Balance b/d 


700 






The credit to the Insurance Premium Account will bring it down to Rs, 500 (assum¬ 
ing on payment the amount was debited to Insurance Premium Account). It is this 
figure of Rs. 500 which will appear in the Profit and Loss Account. Entries in the case of 
incomes are similar. If an income is still receivable, the entry to be passed is; 

Incomes Outstanding Account Dr, 

To Income Account 

The former account is an asset and will be shown in the Balance Sheet. The credit 
to the latter account will increase the credit balance to the proper figure relating to the 
year. If some income relating to the following year has been I’cceivcd and if the full amount 
has been credited to the Income Account, the adjustment entry will be: 

Income Account Dr. 

T 1 1ncome Received in Advance Account 

The debit to the Income Account will reduce the figure to its proper level relatbg 
to the current year. The Income Receivable in Advance Account is a liability to be slrown 
in the Balance Sheet since the benefit will have to be given to the other party without 
any further payment being received. Also, in a sense it is an amount which the current 
year owes to the next year. 

We will now give some of the usual adjustments. 

1. Wages for the month of December, 1964, were paid in 1965. The entry is; 
Wages Account Dr. 

To Wages Outstanding Account 

This will increase wages and, therefore, tire debit to the Trading Account. The 
Wages Outstanding Account will be a liability and will be shown In the Balance Sheet.''' 


* 



N«rt year on Jan. 1,1965, this entry will be reversed iimaodiately. The entry will be: 

W^is Outstanding Aeeemt Dr. 

To Wdgts Aecomt 

(This will automatically ensure tliot the wages in 1965 will br reduced for the outstanding amount 
CH) Slst Deeember, 1964.) This applies to o&er ennics also nlating to adjustment of expenses <md 

iniwmM' ' . I I ' r 
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2. A loan of Rs. 10,000 was taken from Sood at 9% per annum on 1st July, 1954 
Accounts are closed on 31st December. No payment of interest has been made so far. This 
means that a sum of Rs. 450 by way of interest, i.e., 9% of Rs. 10,000 for six months is due 
to Sood. This is an expense for the firm; also it is an amount due to Sood, 

Therefore, the entry is: 

Interest Account Dr. 

7b Sood’s Loan Account 

3. The firm, has paid an insurance premium of Rs. 1,500 for the year pnriivi g 
31st March, 1965. Accounts are closed on 31st December, 1964. This means that three 
months’ insurance premium, i.e. from 1st January, 1965 to 31sl March, 1965, has been 
paid in advance. The amount is Rs. 375. The entry is: 

Rs. Rs. 

Insurance Pre-paid Account Dr. 375 

To Insurance Premium Account 375 

4. The firm takes apprentices on an annual payment of Rs, 600. On 1st August, 

1964, an apprentice was taken and the full amount ofRs. 600 was credited to the Apprentice 
Fees Account. This means that this year only five months’ fee has been earned; the 
remaining seven months* fee relates to next year, The amount is Rs, 350, The entry will be: 

Rs. Rs. 

Apprentices Fees Account Dr. 350 

To Apprentices Fees Received in Advance Account 350 

The latter account will appear in the Balance Sheet in the liability side. The 
former account will now stand at R 5 .250, which is the proper figure for 1964. 

5. Premises have been sub-let at a monthly rent of Rs. 200. The rent for December, 

1964has not yet been received. The entry vwll be; Rs, Rs. 

Rent Outstanding Account Dr, 200 

To Rent Receivable Account ' 200 

This will increase the Credit to the Rent Receivable Account which will go to the 
Profit and Loss Account. Rent Outstanding Account is an asset and will be shown in the 
Balance Sheet. 

6 . Stock of goods of the value of Rs. 5,000 was destroyed by fire in December, 
1964. The insurance company admits the claim in full. In this case the entry is: 

Rs, Rs. 

Insurance Company Account Dr. 5,000 

To Stock Destroyed Account 5,000 

Stock Destroyed Account will go to the credit of the Trading Account and Insu¬ 
rance Company Account will appear in the Balance Sheet. 

Suppose that in the above example the insurance company admits a claim only 
of Rs. 3,000, In that case we should recognize that there has been a net loss of Rs. 2,000 
on the stock destroyed. The entry to be passed is: Rs. Rs. 

Insurance Company Account Dr. 3,000 

Profit and Loss Account Dr. 2,000 

To Stock Destroyed Account 5,000 
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Stock Destroyed Account should always be credited with the full amount in order to show the 
proper gross profit. Gross profit, as far as possible, should not be affected by such abnormal 
happenings like fire. The amount which cannot be recovered by insurance should be 
debited to the Profit and Loss Account, 

Suppose the insurance company^ admits no claim in respect of the goods destroyed. 
Even then we should credit the Trading Account with the cost of the goods destroyed in 
order to find out proper gro.ss profit. The entry is: Rs. Rs. 

Profit & Loss Account Dr. 5,000 

To Trading Account 5,000 

7. Machinery for Rs. 20,000 was purchased and was installed by the firm’s own 

workmen. The wages to the workmen, Rs. 1,000, were debited to the Wages Account. 
These wages are capital expenditure and have to be added to the cost of the rnachinc. 
Therefore, the entry should be: Rs. Rs. 

Machinery Account Dr. 1,000 

To Wages Account 1 ^000 

8. Free goods were distributed as samples. The cost of such goods comes to 
Rs. 5,000. This free distribution i.s in the nature of advertisement. Therefore it should be 
debited to Advertisement Account. Since the goods have gone out the credit should go 
to the Sales Account (or the Purchase.s Account). Therefore, the entry is: 

Rs. Rs. 

Advertisements Account Dr. ' 5,000 

To Sales Account (or Purchases Account) 5,000 

The student should note that adjustment entries will change the balances or figures 
as aheady appearing in books and it is oitly after these entries have been passed that the 
Trading and Profit and Loss Account should be prepared. We give below an illustralion 
showing how the adjustments will change various accounts and bring new accounts into 
existence and how these will affect the Trading and Profit and Loss Account, 
niustration 20 

The following is the Trial Balance of Nair as at December 31, 1963: 


Debit Balances 

Nair's Personal Drawing.') 
Cash in hand and at Bank 
Land and Buildings 
Furniture 
Wages .. 

Discount Allowed 
Bank Charges .. 

Sundry Debtors 
Bad Debts 
Office Salaries ,, 
Purchases 

Stock(rstJan. 1963) ' 
Carriage Inwards 
General Expenses 
Plant & Machinery 
Rent & Rates .. 
Insurance 


Rs. 


Rs. 
6,300 
3,870 
3't,440 
5,120 
-16,865 
3,960 
105 
65,775 
1,380 
6,420 
1,99,080 
- 60,225 
5,180 
9,555 
21,640 
3.630 
705 

4,74,270 


Credit Balances 

Capital 

Dlscoun t Received.. 

Loan @ 9% from Murty 

Sales . 

Sundry Creditors .. 


Rs. 

1,50,000 

2,985 

15,000 

2,82,960 

23,325 


Rs. 4,74,270 
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Tlin following further information is available; ^ 

(a) Closing Stock on Deccrnbei’j 31, 19G3, was Rs. 63,700. 

(b) Plant and Machinery has to be depreciated by 10% and Furniture by 5%. 

(c) Insurance includes Rs. 180 for prepaid insurance. / 

(d) A sum of R.S. 670 is still payable for Rent and Rates. 

(e) No interest has yet been paid to Murty. The loan wa.s taken on 1st January, 1963. 

(f) Purchases include one typewriter purchased for Rs. 1,500. 

Give journal entries, ledger accounts and the Trading and Profit and Loss Accounts 
for 1963. 


JOURNAL 


AJJustmeal Enlriis 


Dr. 

Or, 

1963 

Dec. 

31 

Depreciation Account 

To Plant & Machinery A/c 

To Furniture Account 

Depreclatinn written off: 

10% on Plant & Machinery, on Rs. 21,640, 
5% on Furniture, on Rs. 5,120. 

Dps 

■ 


Rs. 

2,420 

Rs. 

2,164 

256 

>» 

PI 

Prepaid Insurance A/c 

To Insurance Account 

Amount of prepaid Insurance 
credited to Insurance A/c< 

Dr. 


180 

180 

JS 

X 

Jl 

Rent & Rates Account 

To Expenses Outstanding A/c 

The amount of Rent & Rates 
still payable brought Into books. 

Dr. 


670 

670 

ii 

IP 

Interest Account 

To Murty's Loan A/c 

Interest due to Murty for one year—© 9% on 
Rs. 13,000. 

Dr. 


1,350 

1,350 

t9 

Jl 

Typewriter Account Dr. 

To Purchases Account 

Rs. 1,500 ^aid for purchase of typewriter debited 
to Typewriter Account having been previously 
debited to Purchases Account wrongly. 


1,500 

1,500 

^Closing Entries 

1963 

Dec. 

31 

TVading Account 

To Purchases Account 

To Stock Account 

To Wages Account 

To Carriage Inward Account 

Various items to be transferred to the TVadlng 
Account. 

Dr. 


Rs. 

3,09,870 

Rs. 

1,97,580 

60,225 

46,885 

5,lBd 



SalesAccount 

To Trading Account 

Transfer ofSales Account 
to Trading Account. 

Dr. 


2.82,960 

2,82,960 

■V V'. 


*The student will do well to see the various ledger accounts while doing the following journal entxi 0 .^J, 
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Dr Gr. 


1963 

Dec. 

31 

Closing Stock Account 

To Tr.iding Account 

Closing stock of Rs. 03,700 brought into books. 

Dr. 


Rs. 

63,700 

Rs. 

63,700 

If 

91 

Trading Account 

To Profit &: Loss A/c 

Transfer of gross profit to Profit & Lo.ss A/c. 

Dr. 


42,790 

42,790 

if 

>» 

Profit & Lpss Account Dr. 

To Discount Allowed A/i 

To Bank Charges A/c 

To Bad Debts A/c 

To Office Saiarie.s A/c 

To General Expenses A/c 

To Rent & Rales Account 

To Insurance Account 

To Depreciation Account 

To Interest Account 

Various expenses and losses transfeired to Profit 
& Loss A/c. 


30,015 

3,960 

105 

1,380 

6.420 
9,555 
4,300 

525 

2.420 
1,3.50 



Discount Received Account 

To Profit & Loss A/c 

Discount received transfeiTcd 
to Profit & Loss A/c. 

Dr. 


2,985 

2,985 



Profit & Loss Account 

To Capital Account 

Transfer of net profit to Capital Account. 

Dr. 


.14,260 

14,260 


LEDGER ACCOUNTS* 


Dr. 


Capital Account 


Cr. 




J 

Discount Sc 

1963 
Dec. 31 

I> 

teivti Accou 

By Balance b/d .. 
By Profit & Loss 
A/c (net profit) 

nl 


Rs. 

1,50,000 

14,260 

1963 
Dec. 31 

To Profit & Loss 

A/c Transfer 



1963 
Dec. 31 

By Balance b/d 


Rs, 

2,985 


Murf/s Loan Account 


1963 

Dec. 31 

' 

To Balance c/d 


Rs. 

16,350 

1963 
Dec, 31 

By Balance b/d .. 
By Interest A/c .. 


Rs. 

15,000 

1,350 




. 16,350 



' ' 

16,350 





19,64 
Jan. 1 

By Balance b/d .. 


16,350 


*Niwr Accounts have been marked with an asterisk. 
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Dr. Salet Acceant 


1963 

Dec. 31 

To Trading A/c 
Transfer 


Rf.. 

2,02,960 

1903 
Dec. 31 

Creditors 

By Balance b/d .. 


Rs. 

2,82,960 



Sundry 


1963 




1963 




Dec. 31 

To Balance c/d 


23,325 

Dec. 31 

By Balance b/d .. 


23,325 





1964 








Jan. 1 

By Balance b/d ,. 


23,325 


* Expenses Outstanding Account 


1963 
Dec. 31 

To Balance c/d 


070 

1963 

1 Dec. 1 

By Rent & Kales 
Account 


670 





1964 
Jan. 1 

By Balnnoe b/d ,. 


670 


1963 
Dec. 31 


To Balance b/d 


J^air’s Personal Drawings Account 



Cash in Hand & at Monk Account 


1963 
Dec. 31 

To Balance b/d 


3,fl7o] 

1963 
Dec. 31 

By Balance c/d .. 


3,870 

1964 
Jan. 1 

To Balance b/d 


3,870 






Land dS Buildings Account 


1963 
Dec, 31 

To Balance b/d 


34,44o| 

1963 
Dec. 31 

By Balance c/d .. 


34,440 

1964 
Jan. 1 

To Balance b/d .. 


34,440j 






Furniture Account 


1963 
Deo, 31 

To Balance b/d ,. 


5,120 

1963 
Dec. 31 

By Depreciation 
A/c ,. 4, 

By Balance c/d .. 


256 

4,864 

1964 



5,120 




5,120 

Jan. I 

To Balance b/d 


4,864 







FINAL ACCOUNTS—I 


153 


Dr. 

Wages 

Account 

Gr. 

1963 ^ 
Dec. 31 

To Balance b/d 


R?. 

46,885 

1963 
Dec. 31 

By Trading A/c 
Transfer 


Rs. 

46.685 


1963 

Dec, 


31 


To Balance b/d 


1963 

Dec, 31, 


To Balance b/d 


Diseounl Allowed Aceoml 



1 

1963 
Dec. 3l 

By FroRt & Loss 




3,960 


A/c Transfer .. 


3,960 


Bank Ciurgee Account 




1963 
Dec. 31 

By Profit & Loss 




105 


A/c Transfer .. 


105 


Sundry Debtors Account 


1963 

Dec. 31 

1964 

Jan. 1 

To Balance b/d 

To Balance b/d 


65,775 

65,775 

Bad Debt 

1963 
Dec. 31 

s Account 

By Balance c/d ,. 


65,775 


1963 
Dec. 31 

To Balance b/d 


1,380 

Office Salai 

1963 
Dec, 31 

w Account 

By Profit & Loss 
A/c Transfer ., 


1,380 


1963 




1963 




Dec. 31 

To Balance b/d 



Dec. 31 

By Profit & Loss 





6,420 


A/c Transfer ,, 


6,420 


Purchases Account 


1963 

Dec. 31 

To Balance b/d 


1,99,080 

1963 
Dec, 31 

By Typewriter A/c 
By Trading A/c 
Transfer 


1,500 

1,97,580 




1,99,080 




1,99,080 


Stock Account 


1963 



Rs. 

1963 



Rs. 

Jan. 1 

To Balance b/d 



Dec, 31 

By Trading A/c 







Transfer 


60,225 
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Dj. . Carriace Inwards Aceount 


1963 
Dec. 31 

ToBalatice Ii/(1 ..1 

i 

C 

Rr, 

5,180 

aural Exp 

1963 
Der. 31 

1 

mes Aceoit 

Hy Tracliii); A/c 
Ti'iinsl'er 

U 


Rs. 

_ 5,180 

1963 
Dec, 31 

To Unlwcc b/d 

Pli 

9,553 

Ml & Mae 

! 1963 
Dec. 31 

•hiaery Acco 

Uy PtoOt & Loss 
A/c Tran»fer ., 

ant 


9,355 


1963 
Dec.‘ 31 

To Balance b/d 


!! 1963 

21,6'tOjl Dec. 31 

_I 

By Deprecialioii 

A/c 

By Balance c/d .. 


2,164 

19,476 




21.640| 



21,640 

1964 
Jan. 1 

To Balance b/d .. 


19,47gI 





Rent & Rales Aceount 


1963 
Dec. 31 

,1 

To Balance b/d 

To Expenses 
Outstanding A/c 


1963 

3,6301 Dec. 31 

60 

By Profit & Doss 
A/c Transfer .. 


4,300 







4.300 


Insurance Aeeounl 


1963 
Dec. 31 

To Balance b/d ,. 


705 

1963 
Dec. 31 

By Prepaid 
Insurance A/c .. 
By Proflr & Loss 
A/c Transfer .. 


leo 

525 




705 




_TO5 


^Closing Slock Account 


1963 
Deo. 31 

To Trading A/c .. 


63.70o| 

1963 
Dec, 31 

By Balance c/d .. 


63,700 

1964 
Jan. 1 

To Balance b/d 


63,700i 






^Depreciation Account 


1963 
Dec, '31 

To Plant & 
Machinery A/c .. 
To Purniture A/c ,, 


1 

2,164 

256 

1963 
Dec. 31 

By Profit & Loss 
A/c Transfer .. 


2,420 




2,420 




2.420 
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*InUrest Account Gr. 


1963 

Dec. 31 

To Murty'.s Loan 

A/c 


1,350 

1963 
Dec. 31 

By Profit & Loss 
A/c Transfer .. 


1,350 



Typmrtltr Account 



1963 
Dec. 31 

To Purchase A/c ,. 


1,500 

1963 
Dec. 31 

By Balance c/cl ,, 


1,500 

1964 

Tan. 1 

To Balance b/d 


1,500 






Trading and Profit & Loss Account of Nair for the year ending Slat December, 1963, 
Dr. Cr. 


To Opening Stock 

To Purchases 

Less Typewriter 

1,99,080 

1,500 

Rs. 

60,225 

1,97,580 

By Sales. 

By Closing Stock ,. 

Rs. 

2,82.960 

63,700 

To Wages Account 

To Carriage Inward 

To Gross Profit c/d 
(balance figure) .. 


46,885 

5,180 

36,790 





3,46,660 



To OlBce Salaries A/c .. 
To General Expenses A/e 
To Rent & Rates A/c ., 

Paid. 

Add Due .. ., 

3,630 

670 


By Gross Profit A/c 

By Discount Received 

36,790 

2,985 

To Discount Allowed A/c 
To Bad Debts A/c 

To Insurance A/c Paid 

Less Prepaid .. .. 

To Bonk Charges A/c .. 
To Depreciation A/c 

Plant & Machinery ,, 
Furniture 

705 

180 

2,164 

256 

3,960 

1,380 

525 

105 

2,420 



To Interest Account 

To Profit—^Transfer to 
Capital Account 


1,350 

9,760 




39,775 


39,775 


Balsace Slieet 

The Profit and Loss Account prepared above shows that the firm has made a profit 
of Rs. 14,260. But what about the financial position of the firm? What assets does it 
possess? How much does it owe to others? How mucli can the proprietor claim as,“his” 
in the firm? Is the firm solvent or insolvent? Is the firm experiencing diflSculties in 
mee^g claims on it or is its financial position easy? There are questions which the Profit 
and Loss Account alone cannot answer. We must prepare another statement, showing 
what the firm possesses aind what,it owes to others and the proprietor. This statemept is 
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known as “Balajticc Sheet". The name has probably Ijeen taken from the fact that this 
statement must contain all accounts that have been left after the preparation of the 
Trading and Profit and Loss Accounts, In the illustration worked out above, the following 
accounts are showing balances still: 


Accounts with credit balances: 

Capital Account. 

Murty'a Loan Account .. 
Sundry Creditors Account 
Expenses Outstanding Account . 


Rs, 

1,59,760 

16,350 

23,325 

670 


Accounts showing debit balances; 
Nair's Personal Drawings Account 
Cash in hand and at Bank 
Land & Buildings .Account 
Furniture Account 
Sundry Debtors Account 
Plant & Machinery Account 
Closing Stock Account ,. 
Prepaid Insurance Account 
Typewriter Account 


Total 


2,00,105 


Rs. 

6,300 

3,870 

34,440 

4,864 

65,775 

19,476 

63,700 

180 

1.500 


Total .. 2,00.105 


The totals of the two sets of accounts are the same. 'I’hh naturally must be so, 
since a trial balance taken out at any stage must agree. 

Examining the accounts with debit balances, one nole.s that Nair*s Pcraonal 
Drawings Accounts should be deducted from the Capital Account. Ntiir has withdrawn 
this sum and to that extent his capital .stands reduced. The entry is: 

Rs. Rs. 

Capital Account Dr, 6,300 

To Nair’s Personal Drawings A/c 6^300 

With this entry the Capital Account stands reduced to Rs. 1,53,460. 

All other debit balances given above are assets because either cash can be obtained 
by disposing of the items or benefit will be available next year. The credit balances show 
amounts due to outsiders and to Nair himself. Put in the form of a statement, the position 
will be as under; 


Iiiablllttea 8( Capital 


Asaets 

Ra. 

Murty’s Loan. . 

Sundry CSreditort. 

Expttuei Outstanding 

Capital . 

16,350 

23,325 

670 

1,53,460 

Cash in hand and at Bank 

Land & Buildings.. 

Pumiture. 

Sundry Debtors. 

Plant« Machinery 

Closing Stock . 

Prepaid rnsurance 

Ty^wrher . 

Insurance Cornpany 


3,870 

34,440 

4,864 

65,775 

19,476 

63,700 

180 

1.500 

4.500 

Total Rs, ,. 

1,93,805 

Total Rs, 0 s 

1,93,805 
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The above is rather a poor example of a Balance Sheet but the only way to improve 
it is to arrange assets and liabilities better. As the student knows, assets are either fixed 
or current. Fixed assets should be shown together while current assets should be grouped 
separately. The cost of fixed assets should be shown and then the net amount should be 
entered after deducting the depreciation written off. In the case of current assets it would 
be better to show assets in order of realizability-cash in hand should be shown first. 
The reverse order may also be followed but there should be consistency. 

The name of the statement is “Balance Sheet of...... as at ” 

After "of” the name of tlie firm should be entered. After “at” the date of the Balance Sheet 
should be entered. The above figures should be put down as follows: 


Balance Sheet of Nair as oa December 31, 1963. 


Liabilities & Capital 


Liabilities: 

Murty's Loan 
Sund^ Creditors 
Expenses Outstanding 


Amount 

Ks. 


Rs. 


IG,3S0 

23,32.') 


670 


Catilal; 

Wanceon latjan. 1963 1,50,000 
Add Profit ., 9,760 


40,345 


Less Drawing 


1,59,760 

6,300 


1,53,460 


< 


Assets 


Fixed Assets; 

Land & Buildings 
Plant & Machinery .. 
Cost ., 21,640 

LessHep. 2,164 


Furniture; 

Cost 

Less Dep. 


5,120 

256 


Typewriter 
Curreht Assets! 

Cash in hand & at 
Bank 

S. Debtors 

Stock .. 

Prepaid Insurance ,. 


Amount 

Rs. 


Rs. 


34,440 


19,476 


4,864 

1,500 


60,280 


3,870 

65',775 

63,700 

180 


Total Hs. .. 

Foie; Balance sheets of joint stock 
This will be discussed in the 


1,93,805 


Total Rs. .. 


1,33,5 25 

1,93,805 


companies have to be prepared in a special ibrm. 
chapter on Joint Stock Companies. 


One should note that a Balance Sheet is true only at a particular moment. The 
above Balance Sheet of Nair cannot be true, on, say 2nd January, 1964, because even a 
single transaction will change the position. Suppose Nair sells some goods on credit. 
The stock of goods will go down. The amount due from customers will go up. In the 
process there is some loss or profit which will affect Nair’s Capital. Hence the Balance 
Sheet is true only at close of business on 31st December, 1963. It is not true for 30th 
December, 1963, and it is not true for 1st January, 1964. The Balance Sheet is prepared 
as at a certain date, whereas a profit and loss account is for a certain period. Another 
point to note is that the proprietor’s capital is always equal to the difference between 
assets and liabilities or equal to net assets. We may say: 

Assets = Capital plus liabilities 


or 

Capital = Assets minus liabilities 
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This is obvious. If a firm has Rs. 50,000 in assets and owes Rs. 15,000 to outsiders 
the proprietor cannot claim more than Rs. 35,000, i.c,, Rs, 50,000 minus Rs. 15,000. 
Claims of outsiders always come before those of tlu; proprietor. But (he proprietor’s 
claim cannot also be less than Rs. 33,000. Suppose, for argument’s sake, the claim of the 
proprietor is only Rs. 30,000. Then out of Rs. 50,000 (assets), Rs. 45,000 (Rs. 15,000plus 
Rs. 30,000) arc deducted, and Rs. 5,000 remains. No one, except tlie proprietor can claim 
this amount. The proprietor’s claim goes up to R.s. 35,000. Hence it is always true to 
say that: 

Capital = Assets minus Habilitics.*" 

Capital may also be called “proprietor’s equity”. If liabilities exceed assets, the 
proprietor has no capital i on the contrary he owes money to the firm so that the liabilities 
can be met. He must pay from his private resources. If he cannot, he is insolvent—he 
cannot pay his debts. 

CLASSIFICATION OF ASSETS. The following ai c the categories into which assets are 
usually divided: 

(a) Fixed Assets arc the assets which a firm acquires for use. There is uo intention 
to sell such assets, although later some .such assets may be sold. Examples 
are; Land and Buildings, Machinery, Furniture and Goodwill (the right to 
use the name of a firm which has now stopped work). Most of the fixed assets 
are UingibU —they can be seen, touched, felt, etc. But some of the fixed assets 
like Goodwill may be intangible because there is nothing to show for it. Again, 
some of the fixed assets arc wasting. Such assets arc those that have only a 
fixed quantity of service or benefit to give—as tlie asset is used, it is being 
exhausted. For example, a mine has only a limited quantity of mineral. Ths 
mine will become exhausted and useless when the whole of the quantity is 
taken out. A stone quarry is another example. Of course, one may say ^at , 
almost all fixed assets (with the exception of land and goodwill) are exhausted 
after use and hence should be termed as wasting. 

(A) Current or Floating Assets are those assets which the firm means to convert 
into cash as soon as possible. Examples are: stock of goods, amount due from 
customers. Cash in hand is also treated as a current asset. The total value of 
current assets held by a firm always changes, even from day to day. Assets 
which can be readily converted into cash (like shares of a good company) 
are liquid assets. Obviously, cash in hand and at bank are also liquid 
assets. 

(r) Fictitious Assets are those whidi are assets only in name, that is to say, go 
money can be realized from the sale of such assets, A fictitious asset is rt^y 
a loss. If a firm pays for copyright of a book which does not sell, it would be a 
case of fictitious asset. Also, if some expense incurred is not deducted fremi;" 
income and is kept on in the books, it would be a fictitious assel/’j'f 
Often expenses are incurred to float a company and such expenses , arexs 


S Some people call it the “Book-keeping Equation'’. 
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kept in the books. The name friven is Preliminary Expense,s. This is a 
fictitious asset,* 

The various typc,s of assets are given below in a chart: 

ASSET 


Current Fictitious 


Tangible Intangible Liquid Not Liquid 


Wasting Permanent 

(like land) 


Work Sheet 


Sometimes, in order to minimize the risk of error, all the steps taken to prepare 
the Final Accounts from the balances extracted from the Ledger are first shown in a 
tabular form which is called “Wort.Sheet**. The regular Trading, Profit and Loss Account 
and Balance Sheet arc prepared later. Consider the following balances extracted from the 
books of M. Khare on Slat December, 1964, and the adjustments necessary to prepare 
the Final Accounts correctly; 



Rs. 

Capital 

20,000 

Debtors 

8,000 

CSrediloi's 

10,000 

Purchases 

60,000 

Sales. 

.. .. 80,000 

Stock (1-1-64} 

12,000 


Rs. 

Office Salaries . 6,600 

Rent . 3,900 

Trade ExpensM .. 2,300 

Furniture. 10,000 

Cash in hand . 2,400 

Drawings. 4,800 


Adjustments 

(а) Salaries outstanding foe. Dccqinber, 1964, amount to Rs. 600. 

(б) Rent paid in advance for January, 1965, Rs. 300. 

(c) Depreciation on Furniture @ 10%. 

(tf) Transfer Drawings to Capital Account, 

($) Provide interest on capital for one year @ 5%. 

(/) Stock on 3l5t December, 1964, Rs. 14,000. 

Work Sheet required to prepare the Final Accounts in this case appears on the 
following page. In column 1 the Trial Balance as already prepared is given. Column 2 
shows the change in various balances due to varioiu adjustments. The adjusted Trial 
Balance appears in column 3. Balances appearing on either side of the Trading Accomit 
appear in column 4 whereas the Profit & Loss Account is shown in column 5. The last 
column contains the Balance Sheet,. It shows how the various balances have been 
disposed of. There is no duplication and no balance is left. It is in this way' that most of the 
errors are minimized. 


* An asset may be valuable in the beguming but may become valueless later. Esamplea are; a stock of 
goods which does not sell or a msschine which no longer works. Hence, an asset may be fixed or .current 
to begin with, but may become fictitious later. ‘ 


'k .. 


















Work Sheet of Af. Ehere foe the Year Ended 31et December, 1964. 
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Jfole : Small letters within brackets in column 2 indicate the relevant adjustments. 
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From the Work Sheet, the regular Trading and Profit and Loss Account 
and Balance Sheet will be prepared which will, in the above case, appear as 
follows: 


Trading and Profit & Loss Account of M. Khare for the year ended Slat December, 1964. 

Dr. _ 


To Opening Stock 
To Purchases 
To Gross Profit c/d 


To Salaries 

Add Outstanding Salaries 
To Rent 

Less Prepaid Rent 

To Trade Expenses 
To Depreciation on Furniture 
To Interest on Capital 
To Net Profit transferred to 
Capital A/c 


6.600 

600 


3,900 

300 


Ra. 

12,000 

60,000 

22,000 

By Sales 

By Closing Slock 

Rs. 

80,000 

14,000 

94,000 


94,000 


By Gross Profit b/d 

22.000 

7,200 



3,600 

2,300 

1,000 

1,000 



6,900 



22,000 


22,000 





Balance Sheet of M. Khure aa on Slat December^ 1964 


Liabiltlias & Capital 


Rs. 

Liabilitiu 



Creditors 

.. 

10,000 

Salaries Outstanding 

•• 

600 

Capital 



Opening Balance 

Less Drawings 

20,000 


4,800 

15,200 


Add Interest 

LOGO 


Add Net Profits 

6,900 

23,100 

33,700 


Asttls 


Rs. 

Fixid Assets 



Furniture 

. 10,000 


Less Depreciation 

1,000 

9,000 

Current Assets 


Debtors 


8,000 

Cash 


2,400 

Rent Paid in advance 


300 

Stock 


14,000 



33,700 





Some more illustrations on Final Accounts follow. Students are advised to study 
them carefully. 


Oloatration 21 

S. Taneja extracted the following Trial Balance from his books on 31st December, 
1960. His stock.<in<trade on that date was of the value of Rs. 5,082. You are required to 
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pass the closing jouniul I'liuies and piepaic the 'ruuling and Profit and Loss Account 
for the year ended 3lsl Dccemher, 1960, and a Balance vShcet as on that date. 



Dr. 

Cr. 


Balances 

BtUanets 


Rsj 

Rs. 

Stock on 1st January, 1980 

3,029 


Purchases 

37,18.5 


Carriage Inwards' 

360 


Saks 

, . • 

51,243 

Sales Returns 

409 

Purclioscs Reiunts 


791 

Salary 

!! 3,400 

Rent 

1,800 


Discount 

1,015 


Repairs 

118 


Miscellaneous Trade Expenses 

1,504 


Cash in hand _ 

2,895 


Furnituie & Fixtures 

5,400 


Trade Debtors 

4,868 


Trade Creditors 

2.029 

Capital 


B,ono 


62,063 

62,063 


Solution 


CUoAlng Jourasd Entries 


Balt 


iSSS" 

Dee. 


31 


Particulars 


Dr. 


L.F. 


Trading Account 
To Stock (Opening) Account 
To Purchaiea 
To Sales Returns 
To Carnage Invrards { 

Being the transrer of various accounts showing debit 
balances to Trading Account. 

Sales Account Dr< 

Purchases Returns Account Dr. 

To Trading Account 

Being the tcansRr of various accounts showing credit 
balances to Trading Account. 

Stock (Closing) Account Dr. 

To Trading Account 

Being the closing stock incorporated in the books 
of account. 

Trading Account Dr. 

To Profit & Loss Account 

Being the transfer of gross profit to Profit & Loss A/c. 

Profit & Loss Account Dr. 

To Salary Account 
To Rent Account 
To Discount Account 
To Repairs Account 

To Mucellaneous Trade Expenses Account 
Being transfer of various accounts showing debit 
balances to FroBt and Loss Account. 


Dr. 

Amml 


~~isr 

41,063 


51,243 

791 


5,082 

16,053 

7,037 


Or. 

Amount 


nr 

3,029 

37,185 

469 

360 


52,034 


5,062 


16,053 ', 


3,400 
1,800, 
L015, ^ 

■ IPrl 
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Date 

Patlxmlars 

U<'. 

Dr. 

Amount 

Gr. 

Amount 





Rs. 

Rs. 

1960 

Dec. 

31 

Profii & Losi Account Dr. 

To Capilfll Aecouni 

Being transfer of net profit to Piolii & Lrws Account. 


8,216 



Trailing and Profit & Loss Account of S. Taneja for tho year ended 31st December, 1960. 
Di. Or. 




i Rs. 

i 


Rs. 

To Stock on Ist.Jan. 1960 
To Purchases 

Less Purchases Returns 

To Carriage Inwards 

To Gross Profit c/d. 

SV.ia.'j 

791 

3.029 

By Sales 51,243 

Less Sales Rcttinis 409 

50,754 

5,082 

3C,3')4 

360 

1(1,013 

By Slock on 31st Dec., 1960 



.'5.'i,B36 


55,036 

To Salary 

To Rent 

To Discount 

To Repairs 

To Miscellaneous Trade Expenses 

To Net Profit transferred to Capital 
Account 

3,400 

1,000 

1,011 

ilB 

1,504 

0,216 

By Gross Profit h/d. 

16,053 



j 16,053 


16,053 



1 ^ 

' 



Balance Shoot of S. Tanoja as on Slst December, 1960. 


Liabilities 

Amount 

Rs. 

Assets 

Amount 

Rs. 

Trade Creditor 

Capital Account 

Opening Balance 8,000 

Add Net Profii for the 

year 0,216 

2,029 

16,216 

Cash in hand 

Trade Debtors 

Stock in Trade 

Furniture & Fixtures 

2,095 

4,860 

5,082 

5,400 

18,245 

18,245 


niustration 

I'he following is the Trial Balance extracted from the books of Zeenat Ali Zaid 
on 31sL December, 1964. The stock-in-trade on that date was valued at Rs. 12,068. 
Furniture and Fixtures were to be depreciated @ 10% per annum. Salaries for December 
amounting to Rs. 400 were unpaid. Prepare the Trading and Profit and Loss Account 
for the year ended 31st December, 1964, and a Balance Sheet as on that date. Also pass 
the necessary adjusting as well as closing entries. 
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Trial Balance aa on Slat December^ 1964. 


DtSil Balaitas 

Rs. 

Credit llalances 

Rs, 

Opening Stock 

Purchases 

Returns Inwards 

Salary 

Interest on Loans 
Insurance Premium 
Municipal Taxes 
Advertising 

Stationery 

Sundry Trade Expenses 
Drawjngs . 

Cash in Hand 

Sundry Debtors 

Fixtures & Furniture 
Buildings 

10.986 

55,865 

1,102 

4.400 
l/iOO 

1.50 

225 

.. 975 

-■ .. ■210 

2.400 
6,272 
1,610 
.5,222 
9,000 

30,000 

Sales 

Returns Outwards 
Discount 

Rent 

.Sundry Creditors 

Bank Loan 

Capital 

75,980 
2,780 
515 
1,200 
.. 3,170 

.. 15,000 

. • 31,272 


1,29,917 


1,29,917 

JoucisbI Entries 


Dalt i 


Particulars 



Dr. 

Ainpunl 

""RiT 


Cr. 

Amount 


1964 

Dec. 


31 


I 

Salary Account .. .. . Dr. s 

To Salary Ouiotonding Account .. 

Being the adjualment inade for unpaid { 

salaries for December. t 


400 


400 


Dwreciation Account.Dr. 

To Furniture & Fixtures Account .. 

Being the depreciation provided on Furniture & 
Fixtures at 10% per annum. 


900 



Closing Stock. .. .. Dr. 

To Trading Account 

Being the incorporation of closing stock in books 
of account. 


12,068 


12,068 


Trading Account .. .. .. .. Dr. 

To Opening Stock ., . 

To Purchases Account .. .. ., ., 

To Returns Inwards . 



67,953 


10,986 

55,865 

1,102 




Sales Account.Dr. 

Returns Outwards Account .. ., .. Dr. 

To Trading Account . 

Being the transfer of various accounU showing 
credit balances to Trading A/c. 


Trading Account .. .. .. Dr. 

To Profit & Loss Account ,. 

Being the transfer of gross profit to Profit & Loss 
Account. 


75,980 

2,160 


78,760 ' 



22,875 
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Dale 

Pariicukti 

L,F. 

Dr. 

Amount 

Cr. 

Amount 

1964 

Dec, 

31 

Profit and Lose Account . 

To Salary Account. 

To Intereit on Loan Account 

To Insurance Premium Account ,. 

To Municipal Taxes Account 

To Advertising Account . 

To Stationery Account . 

To Sundry Trade Expenses Account 

To Depreciation Account. 

Being transfer of various accounts showing debit 
balances to Profit and Loss Account, 

Dr. 

• * 

• « 


11,160 

515 

1,200 

13,430 

6,272 

4,800 

1,500 

150 

225 

975 

210 

2,400 

900 

JJ 

1) 

Discount Account . 

Rent Account . 

To Profit & Loss Account. 

Being the transfer of various accounts showing 
credit balances to Profit and Loss Account. 

Dr. 

Dr. 


1,715 

» 

S] 

Profit and Loss Account . Dr. 

To Capital Account . 

Being the transfer of net profit to Capital Account 


13,430 

JJ 

>1 

Capital Account . 

To Drawings Account . 

Being transfer of Drawings Account to Capital 
Account. 

Dr. 

■ 

6,272 


Trading and Profit & Iioas Account for 
Dr. 


To Opening Stock .. 


Rs. 

10,986 

To Purchases 

55,865 

Less Returns Outwards .. 

2,780 

53,085 

To Gross Profit c/d .. 


22,875 

To Salary. 

4,400 

86,946 

Add outstanding Salary ,, 

400 

4,000 

To Interest on Loan 


1,500 

To Insurance Premium 


150 

To Municipal Taxes 


225 

To Advertising .. 


975 

To Stationery 

To Sundry l^de Expenses.. 


210 


2,400 

To Depreciation on 

Furniture & Fixtures at 


10% on Rs. 9,000 


900 

To Net Profit transferred to 



Capital Account .. 


13,430 



24,590 


the year ended Slat December, 1964i 

Cr, 


By Sales. 

Less Returns Inwards .. 

75,980 

1,102 

Rs. 

74,878 

By Closing Stock 


12,068 



'86,946 

By Gross Profit b/d 

By Discount (Or.) .. 


22,875 

51S 

By Rent. 


1,200 


24,590 
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Balance Sheet as on 31bt Doccmhoi'i I!)64. 


Liabilities & CajiUal 

i 

Amomil 

- ii 

vljvr/s 


Amount 

Liabilities 

OutslaniliiiK Saloiy 

Suadiy OreJiton .. 

Bank Loan .. 

Capital Account 

Opening Balance 

Lew Drawing's 

1 

1 

1 

31,27i!: 

6.272i 

t 

Hs. *' 

!i 

3,170!i 

is.wiojl 

‘1 

1 

ii 

Current Assets 
(.kisli ill hand 

Stock in trade 

Sundry Delitors 

I'Wfd A'^.si’ts 

Furniture & Fixtures 
f^ss Depircialiiiii 

9.000 

900 

Rs." 

1.610 

12.0G8 

5.222 

0,100 

Add net profit for the year 

211,000, 

13.340 

3U.430‘|i 

|l 

Buihlingb .. 


30,000 



f>7,Ot)0lj 



57,000 


nitistratioii 22 

After piissiii'j the joiun.'il eiilries ior (he neccis.ii'y atljiislineuls, prepare the Trading 


and ih'oftt and Loss Arcount for tht! year ended 31.sL Miucli, 1961-, from the following 
balances cxtracied from the iiiioks of 1’. jetley. 

Dr, Balances 

Rs. 

Opening Stock . 

21,860 

Purchases .. . 

96,640 

Wages . 

13,000 

Water & Power 

3,000 

Salaries .. «. .. .. . 

6,000 

Insurance (yearly prcininm to 31st December, 1961) .. 

1,200 

Bad Debts .. ., .. ., 

800 

Trade Expenses 

3,600 

Discount 

4,500 

Rent . 

4,800 

Machinery . 

10,000 

Sundry Debtors 

16,000 

Fuiniturc 

5,200 

Cash in liand 

1.200 

12% Loan advanced on 1st January, 196'1- 

10,000 

Drawings 

Cr, Balances 

6,000 

Sales . 

.. 1,50,600. 

Discount (Cr.) 

3,000 

Sundry Creditors. 

12,200 

Capital (1-4*63). 

38,000 

Tlie stock on 31st March, 1964, was valued at Rs. 19,400. On this date, wages 


amounting to Rs. 800 were outstanding. . 
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Solution 


Journal 


Date 


Particiilare 


L.F. 

Dr. 

Amount 

Cr. 

Amount 

1563^ 

Mar. 

31 

Wages Account 

To Wages Outstanding Aceouiil 

Being the adjustment mfidc for oiilslaiulmg 
wages ainoiintmg to Ks. UOU 

Dr- 


Ks7“" 

000 

Ks. 

«00 

ft 

tt 

‘lJuexpired Insurance Account 

To Insuronce Act.ount 

Being tlie ,'imouiit of unexpired insiuancc 
now adjusted. 

Ur. 


900 

900 

a 

II 

** Accrued Interest Account.. 

To Interest Account 

Being the amount of interest accrued on loan 
worth Rs. 10,000 for three moiitlis at 
12% per annum. 

Dr. 


300 

300 

tt 

19 

Closing Stork .Account 

To Trading Account 

Being the iiicorpuration uf closing slock in 
the books of account. 

I'ir. 


19,400 

19,400 



T'otal.. 


21,400 

21,400 


* As the annual insurance premium is valid up lo Slsi December, 19C)'l', J of the premium is to be 
treated as unexpired on 31st March, lOb't, 

** A 12 % loan was advaucucl un 1st Jatiuary, U)(i4; interest fur 3 montlis must be recortlcd as accrued. 


Trading and Profit and Loss Account for the year ended Slat March, 1964. 
Dr. 


Gr. 


To Opening Stock 
To Purchases .. 

To Wages 

Add Outstanding Wage.s 

To Water & Power 
To Gross Profit c/d 


To Salaries 
To Insurance .. 
iewUnexpiretl 
insurance 

To Bad Debts ., 

To Trade Expenses 
To Discount (Dr.) 

To Rent 

To Net Profit transferred 
to Capital Account .. 


Rs. 


13,000 

800 


21,860 

96,640 

13,800 


By Sales 

By Closing Stock 


Rs. 

1,50,600 

19,400 


3,000 

34,700 


1,70,000 


1,70,000 


1,200 

900 


6,000 

300 


By Gross Profit b/d .. 
By Discount(Cr.} 

By Interest Account ,, 


34,700 
3,000, 
300 


BOO 

3,600 

4,500 

4.800 


18,000 


38,000 j 


38,000 
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Balance Sheet as on Slat March, 19$4t 




Liabilities & Capital 


Amount 1 

Assets 


LiablUtlCB 

Wages Outstanding .. 
Sundry Creditors 

Capital Account: 
Opening Balance 

Less Drawings 

Add Net Profits for 

33,000 

6,000 

32,000 

Rs. 

800! 

12,200 

Current Assets 

Cash in hand 

Unexpired Insurance 

Loan 

Interest Accrued 
Stock-in-Tradc 

Sundry Debtors 

Fixed Assets: 

Furniture 


the year .. 

/- 

18,000 

.50,000 

I 63,000 

Machinery 



Amount 


Rs. 

1.200 

900 

10,000 

300 

19,400 

16,000 

5,200 

10 , 000 . 


63,000 


[lustration 23 


P. Roy carries on ii manufacturing business. On 3ist Dccembei-, 1963, liis trial 
balance showed the following balances: 


Capital Account .. 
Buildings 
Machinery .. 

Sundry Debtors 
Bank Overdraft 
Purchases ., .. 

Sales Less Returns 
Stock-in'trodc (1-1-63) 
Gash in bond .. 


Rs. 

1 . 02 . 000 '^ 
90,000' 
40,000 •' 
10,500'. 
10.000 
72,050 ' 
1,13,000'* 
12,000 ' 
300 '' 


Salaries ,. 

Ofticc Expenses 
Factory Fuel & Power 
Wages,, ., ,, 

Manufacturing Expenses 
Apprentice Fees 
Rent Receivable (to 30-11-63) 
Sundry Creditor 


Rs. 

9,000^ 
5,650 - 
1 ^ 00 ^ 
5,600'' 
6,500-'' 
2 , 000 -' 
5,500' 
20,500/' 


You are required to jireparc a Trading and Profit and Loss Account for the year 
ended 31st December, 1963, and the lialancc Sheet ns on that date after taking into 
consideration, the following adjustments. 

(а) Stock-in-trade on 31st December, 1963, \vas valued at Rs. 14,500./' 

(б) Plalf of the Apprentice Fees was to be carried to next year. 

(e) Machinery is to be depreciated @ 10% whereas Buildings are to be depreciated 
to the extent of Rs. 2,300. 

(d) Provision is to be made for salary to P, Roy @ Rs. 500 per mensem. 


Solution 


Trading and Profit & Loaa Account of P. Roy for the year ended Slat December, 1963 
Dr. Cr, 


To Opening Stock 
To Purchases ,, ,, 

To Factory Fuel Power 
'fb Wages 
To Manufacturing 
Expenses 

To Gross Profit o/d .. 


-- 


12.000 

72,050 

1,200 

5,600 

By Sales less Returns.. 

By Closing Stock .. ■ 



1 



■K 


1,13,000 

14,500 


1,27,500 v 
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To Salaries ' 

To depreciation on 
Machinery .. 

Buildings 

4,000 

2,500 

—Ki: 

9,000 

6,500 

By Gross Profit b/d .. 

By Apprentice Fees ., 
fjcss Apprentice Fees 
Received in advance 

2,000 

1,000 

Rs. 

30,150 

1,000 

To Office Expenses .. 

To Salary to P. Roy .. 

To Net Profit transferred 
to Capital Account ,. 

■ 

3,650 

6,000 

10,000 

37,150 

By Rent Receivable .. 
At/d Outstanding 

Rent Receivable .. 

5,500 

500 

6,000 

37,150 


Balance Sheet of P. Roy aa on Slat December 1963. 


LiMities & Capital 

Rs. 

Assets 

Rs. 

Liabilities 

Apprentice Fees Received 
in advance .. 

Sundry Creditors .. 

Bank Overdraft 


1,000 

20,500 

10,000 

Current Assets 

Cosh in hand 
Stock'in-Trade 

Sundry Debtors 
Outstanding Rent 
Receivable ., 


500 

14.500 

10.500 

500 

Capital 

Opening Balance .. 

Add ^lary .. 

Add Net Profit for the 
year. 

1,02,000 

6,000 

10,000 

1,18,000 

Fixed Assets 
Machinery ., ,, 

Less Depreciation 

Buildings 

40,000 

4,000 

90,000 

36,000 




Less Depreciation .. 

2,500 

87,500 



1,49,500 



1,49,500 


^^ustration 


From the following balances extracted from the boob of Iqbal on 31st March, 
1964, prepare his Trading and Profit and Loss Account for the year ended 31st March, 
1964, and his Balance Sheet as on that date. 


Dr. Balances 


Ri. 


Cr. Balancea 


Ri. 


Stock(l"4-63) .. 
Purchases 

Wages. 

Power. 

Salaries. 

□iscotot ., 

Adveftlsihg 

Miscellaneous Expenses 

Buildings .. ., 

Machinery 

Furniture 

Debtors 

Cash.. 

Drawings 


50,00.0 
. 3,00,000 

90,000 
. 5,000 

30.000 
12,500 
5,000 
. 14,500 

, 1,95,000 

, 1,00,000 

. ' 50,000 

. 54,600 

. 14,400 

16,000 


Creditors 
Dills Payable 
Capital 
Safes 


30,000 

10,000 

4,00,000 

4,98,000 
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You have also lo take into accimnt the rcillowinj? information: 

(fl) Closing stock is to be valued at Rs. 40,000. 

(b) The wages include Rs. .1,000 spent on the construction of Buildings. 

(c) Depreciate Buildings at 4% (calculate on total cost). 

{d) Depreciate Machinery and Furniture @ 10%. ^ 

(c) Goods worth Rs. 2,000 were distributed as .samples.'^/'' 

(/) Provide interest on capital @ 6% per anmini. ^ 


Solution 

Dr. Trading and Profit & Loes Account of Iqbal for the year ended Slat March, 1964 Ci 


To Opening Stock 
To Purchasc.s 

To Wages .. *^90,000 

Less Amount transferred 


Vhi 


to Buildings 

To Power 
To Gloss Profit c/d 


To SaLsrics 


tea f 

.. Hoho 


To Depreciation 
Machinery 

.. C'lO.OOO 

Buildings 

.. I'S.COO 

Furniture 

.. Kooo 

To Discount 

.. K,o66 
.. >2,000 

To Advertising 

Add S.iinpl«s 


To Miscellaneous Expenses 
To Interest on Capital 


. 5(),0U0 

H.no.ooo' 


W),000 

5,000 

|^i,o(},floo! 

l.1,40,000j! 

''5^30,000 




RaT 




My .Sales . T 4,08,000 

Add Uansfer to Advertising ^2,000 


S3,000] 
pl?.,500| 

f^,ooa 

fH,.™ 

la 

p. 11,000 


By Cilnsing Stork 


By Gross Profit b/tl 
By Net Loss transferred lo Capital 
Accimiic 


r5,00,000 
40,000 


Rs. 


5,40,000 

pTiob.000 

■11,000 


1,11,000 


Balance Sheet of Iqbal bb on 31at March, 1964 


Liabilities 


Creditors 
Bills Payable 

Capital 

Opening Balance 
Add Interest 


Less Drawing 
,, Net Loss 


U ),000 

11,000 


4,00,000 

24,000 

4,24/000 

27,000 


Ks. 

Fixed Assets 

30,000 

10,000 

Buildings 

Add Wages 

.. 1,95,000 
5,000 


Less Depreciation 

2,00,000 
.. 8,000 


Machinery 

Less Depreciation 

1,00,000 
.. 10,000 


Furniiuri! 

1 .ess Depreciation 

50,000 

5,000 

3,97,000 

Current Asseli 

Stock 

Debtors 

Gash ill hand 

Suspense Acroiint* 


4,37,000 






1,92,000 

90,000 

45,000 


40,000 

54,600 

14,400 

1,000 


4,37,000 


• Ascertained after preparing the Trial Balance. 
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EXERCISE IX 

1. Wliiil- is ilic cliiel' objective in keeping accounts ? IIoav is it achieved? 

(Hint: Tlie chid'objective is to find out profit or loss for a given period and 

financial position at the end of the period. It is achieved by preparing the Trading 
and Profit and Loss Accounts atifl the Balance .Sheet. Now desciibe the procedure 
for preparing these.) 

2. What preraulioiis niiist he taken in order to ascertain gross profit 
or loss correctly? 

3. Under what eirciiinstances is .in expenditure called capital expenditure? 
When is it called revenue e.xpendiLure ? 

4. What do you undei,stand by defeued revenue expenditure? Clearly 
explain the concc])t, giving suitable examples. 

5. What types of receipts are called: (a) capital receipts, (b) revenue 
receipts ? 

6. Define an asset and discuss the vaiious types of assets. Some assets are 
listed below. Classify them into fixed, nurrciii and fictitious assets, mentioning sub- 
types also in the rase of fixed assets: 

(i) Land and Buildings. 

(ii) Coal Mine. 

(iii) Amount clue Irom customer. 

(iv) Copyright of a liook, no longer in demand. 

(v) Machinery. 

(vi) Goodwill. 

(vii) Stone Q,uarrics. 

(viii) Cash in hand. 

(ix) Furniture. 

(x) Prelimintiry Expenses. 

(xi) Motor lorries. 

(xii) Cash at Bank. 

(xiii) Loose Tools. 

(xiv) National Delence Bonds. 

(xv) Stock in Trade. 

7. State in each of the following cases whether the expenditure is: (a) capital 
expenditure, (b) revenue expenditure, (e) deferred revenue expenditure. 

(a) Repairs to furniture. 

(b) Heavy Expenditure incurred on advertising a new product. 

(e) Installation charges of a new machine. 

(if) Wages paid to ihct firm’s own workmen for constructing the new oflice 
building. 

(e) Repairs to a second-hand car bought for office use. 

if) Cartage paid on machinery purchased. 

^ ig) Freight paid on goods in trade sold. 

(A) Preliminary expenses incurred in setting up a new branch. 
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(i) Heavy loss siin’crcil due lo a.n earthquake. 

(j} Goniiinissioii paitl to consiguee on .sales made by him. 

Am; Capital IJxpenditure--- («), (d), (c), (/). 

Revenue Expendilurc—• (a), (g), (j). 

Deferred Revenue Expenditure — (b), (/i), (t). 

8, From the following trial balance of Ganesh Das a.s on 31st December, 
1964, prepare Trading and Piofit and Loss Accounts for the year. Also pass the 
necessary Journal entries. 

Trial Balance as on 31st December, 1954 


Dt, Gr. 

Balance Balance 


Opening Stock 
Purchases 
Purchases Kelurn.<i 
Sales 

Sales Returns 

Carriage InrvanU 

Salary 

Rent 

Furniture 

Cash 

Creditors 

Capital 


2,000 

22,000 


2,000 

500 

3,000 

6,000 

10,000 

22,000 


1,000 

43,000 


3,000 

20,000 


67,500 67,500 


The closing stock was valued at Rs. 2,500. 

{Ans. Gross Profit, Rs. 20,000, Net Profit, Rs, 11,000). 
9. (a) A new firm commenced businctis on 1st January, 1964, and pur¬ 
chased goods costing Rs. 90,000 during the year. A sum of Rs. 6,000 was spent on 
freight inwards. At the end of the year the cost of goods still utisold was Rs, 12,000. 
Sales during the year were Rs. 1,20,000, What is the gross profit earned by the firm? 

{Am. Rs. 36,000) 

(b) From the following figures ascertain the gross profit: 

Profit! ' Rs, 


Opening Stock on IstJanuaiY, 1964 . 
Goods purcliascd during 1964 
Freight and packing on above 
Closing stock on Slat December, 1964 

Sales. 

Packing expenses on sales 


25,000 

1,40,000 

10,000 

30,000 

1,90,000 

6,000 


{Arts. Rs. 45,000) 
{Ans. Rs. 1,45,000) ^ 


What is the cost of goods sold in the above case ? 
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(c) tlic followin},; ligun-s ascertain the closing stock on 30th 

June, 1964: 

R». 


Stock on latjuly, 19b3 
Purchases during ISGS-G'l 

Sales. 

Gross Profit is 25% of iiaica . 


(^Itu. Rs, 40,000) 

(Hint; Cost of goods sold is less than sales by 25%. Deduct cost of goods sold 
from total of opening stock and purchases). 

(d) From the following figures find out the sales effected during 1964; 

Rs. 


30,000 

1,00,000 

1 , 20,000 


Stock on ht January, 1964 .. .. . 40 000 

Purchases during 19G4 . .. .116*000 

Returns to suppliers during (lie year . ). ’ 6*000 

Freight paid on purchases . ” 5 ’qOo 

Stock on 31st December, 1964 .. ) 30*000 

Rate of Gross Profit on Sales .. ., ., ,. ,. ,, ^” 2*oy 


(/ItiL Rs. 1,56,250) 

(Hint: Gro.ss profit rate on cost of goods sold is 20/8). 

10. The following Trial Balance is extracted from the books of Atul on 
31st December, 1960. The stock-in-trade on that date was valued at Rs. 5,680. Pass 
the necessaiy closing entries and prepare Trading and Profit and Loss Account for 
the year ended 31st December, 1960, and a Balance Sheet a.s on that date. 


Dr. Balances 

Or. Balances 

Debtors . 

Cash in hand . 

Furniture . 

Stock . 

Purchases . 

Sales Returns . 

Salaries . 

Rent . 

Advertisements . 

Atul’s Drawings Account 

Printing & Stationery 

Carriage Outwards. 

Sundry Trade Expenses .. . 

4,000 
1,520 
5,000 
4,590 
22,750 
430 
3,000 
1,500 
200 
3,000 
. 50 

90 

. BOO 

Atul's Capital Account ., 

Sales . 

Purchases Returns 

Crediton. 

Discount. 

8,000 

33,100 

750 

4,900 

180 


46,930 

jsrs ■ ' 


46,930 


{Ans, Gross Profit, Rs. 11,760; Net Profit, Rs. 6,300; Balance Sheet) 


Rs. 16,200). 

11. On 3Ist March, 1961, the followbg Trial Balance of Krishnamurti 
was taken out. Prepare final accounts for the year after making the following adjust¬ 
ments, giving the necessary adjusting and closing entries also. 
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(a) Depreciation; Furnituie @ 10% and Buildings @ 5%. 
{b) Salaries unpaid for March, Rs. 800. 

(c) Insurance unexpired on 31sl March, 19fil, Rs. 50. 

[d) Stock on 31st March, 1961, Rs. 1.5,600. 


Dr. Balances 

Rs. 

Cr. Balances 


Rs. 

Stock (1-4-60). 

Furniture 

Debtors 

Buildings 

Salaries . 

Gash in hand .. 

Insurance .. 

Interest 

Purchases 

Carriage Outwards. 

Discount . 

14,800 

13,500 

10,700 

60,000 

8,800 

1,000 

200 

700 

1,10,500 

400 

800 

S.%Ica 

Returns Outwards 
Crcditor.s .. 

Bank Loan .. 

Capital 


■. 1,35,200 

1,800 
20,600 
26,000 
37,800 


2,21,400 



2,21,400 


Gro.ss Profit, Rs. 27,300; Net Profit, Rs. 11,300, Balance Sheet, 

Rs. 96,500). 

1st January, 1964, Johnson .started his business with a capital of 
Rs. 80,000. You are required to prcpiu-c the Trading and Profit and Loss Account 
for his first year of bu.sine.ss and his Balance Sheel us on 31st December, 1964. The 
necessary adjustments and the balances extracted from his books on 31st December, 
1964, are given below. 


Dr. Balances 

Rs. 

Cr. Balances 

Rs. 

Trade Expenses .. 

14,500 

Sales . 

. 1,56,000 

Advertisements . 

10,000 

Returns Outwards 

4,000 

Purchases . 

1,20,000 

Creditors. 

10,000 

Returns Inwards . 

6,000 



Salaries . 

11,000 



Rent . 

6,000 



Bad Debts . 

700 



Printing & Stationery 

300 



Discount .. .. 

3,000 



Debtors . 

15,500 



Cash in hand. 

200 



Gash at Bank .. . 

7,000 



Furniture & Equipment 

1.5,000 



Dimreciation on Furniture tmd 




Equipment .. 

750 



Investments. 

29,250 



Drawings . 

10,000 




Adjnstments 

(fl) Half of the advertising expenses are to be carried forward to next year. 
{b) Salaries have been paid only for 11 months, 

(c) Trade expenses include Rs. 600 paid as premium on a fire policy which 
will expire on 28th February, 1965. 
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(rf) Johnson’s capital account is to he creclitetl with a salary of Rs. 12,000 and 
interest to be calculated @ 6% on the opening balance of capital. 

(e) Closing stock was s'alucd at Rs, 21,000. 

(Atis. Gross Profit, Rs, 55,000 Net Loss, Rs. 3,9.50; IkiUuKie .Sheet, Rs. 93,050). 


Trial Balance of T. Prakaoit Bao as on Slat December, 1962 


Dr. Balances 

R<i. 

C.V. ItalitHrec 

Rs. 


Ifv'iOO 


.. 1,24,000 

PurchMes 

H0,000 

Kent Ri'Cfivahlt! .. 

1,320 

Wages 

.5,0110 

Apprcnlirc rec', .. 

1,850 

27,430 

Furniture & Equipment 

(i.OOO 

Creditors .. 

Power 

fiOO 

1 Capital .Account .. 

.. 1,30,000 

Machinery. 

Buildinga 

Salaries 

DOTreciation Account 

Office Eiqienses 

Debtors 

Gash at Bank. 

Drawings . 

.50,100 

00,000 

8,000 

10,000 

4,200 

22,000 

8,000 

7,700 

2,84,000 

i 

1 

2,84,600 


From the above trial balance you arc retiuirccl to prepare the Final Accounts 
for the year. The following information is also to be taken into account, 

(a) Wages outstanding on 31st December, 1962, Rs. 500. 

(b) Apprentice Fees Received in Advance, R.s. 150. 

(e) Rent Receivable Outstanding, Rs. 120. 

(d) Stock de.stroycd by fire in the last week of December, 1962, Rs. 10,000; 
claim admitted by insurance company, Rs. 9,500. 

(e) Stock on 31sC December, 1962, Rs, 4,500. 

(dnj. Gross Profit, Rs, 35,400, Net Profit, Rs. 9,480, Balance Sheet, 

Rs. 1,60,220). 

(l4j On 1st July, 1963, Kunderan started a business. After one year, he 
extracts the following Trial Balance. Prepare for him, the Trading and Profit and 
Loss Account for the year and the Balance Sheet as cm 30lh June, 1964, after 
making the necessary adjustments. 


Dr, Balances 

Rs. 

Cr. Balances 

Rs. 

Machinery 

Cash at Dank ,, 

Wa^cs 

Equipments ,, 
Purchases 

Salaries 

Rent 

Office Expenses 

Advertisement 

Drawings 

40,000 

1,000 

10,000 

12,500 

75,6.50 

.. .. 4,050 

3,600 
2,450 
950 
4,800 

Sales .. .. .. 

Crctlkors .. 

Discount 

0% Bank Loan (1-1-64) .. 
Capital Aecoimt .. 

.. 83,580 

20,800 
620 
20,000 
30,000 


1,55,000 


1,55,000 
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The following Additional inlbrnutiou is also available. 

(fl) Wages include Rs. 100 spent on installation of machinery purchased 
during the year. 

(i) The cost of samples distributed among the public by way of advertise- 
ment is Rs. 1,200. 

(tf) Slock on 30th June, 1964, was valued at Rs. 11,000. 

IAus, Gross Profit, Rs. 10,230; Net Loss, Rs. 2,200; Balance Sheet, Rs. 64,600). 
^5^ The following balances appeared in the books of a merchant of 
31st December, 1961. 




Ks. 


Rs. 

Buildings 

• s • ■ 1 

82,000 

Drawings. 

6,000 

Furniture 

■ ■ • ■ ■ 

4,640 

Depreciation Accuiint 

12,000 

Debtors 


11,600 

Purchases Returns 

4',520 

Creditors 

■ « ( • 1 

13,850 

Miscellaneous Revenue Expenses . 

3,080 

Stock 


15,040 

Miscellaneous Revenue Receipts,. 

800 

Cash in Hand & Dank 

15,520 

.Salaries . . . 

11,720 

Purchases 

■ « • • « 

05.000 

Inve.slmcti(s . 

• 14)570 

Sales 

, , , , , 

.. 1,30,000 



Capital 

• « ■ SI 

.. 1,00,000 

•» 


Rent 


4,000 




Closing stock of the year was valued at Rs. 15,520. It was also agreed to allow 
4% commission to the Manager on Net Profits which are earned before charging 
such commission. Prepare the Trading and Profit and Loss Account for the year 
ended 31st December, 1961, and a Balance Sheet as on that date. 

(Arts, Gross Profit, Rs, 50,000; Net Profit, 19,200 Balance Sheet Rs. 1,42,850). 
i 6. Fill in the missing figures in the following: 


Coital 

«Ba 

Assets 

Rs. 

— 

Liabilities 

Rs. 

? 

ss 

1,56,015 

96,853 

_ 

88,670 

50,200 

= 


? 

36,800 

a 

? 


47,590 

25,500 

n 

1,08,300 


? 

? 


30,200 

— 

19,900 


17. Fill in the missing figures in the following: 


Assets 


Capital 


LiabtlilUs 


(a) 1)0,000 

(4) ? 

(e) 85,000 

(/) 1,50,000 

W ? 


20,400 

41,000 

? 

60,000 

70,000 


? 

33,000 

17,000 

> 

22,000 ' 










CHAPTER X 


Final Accounts—II 


SPECIAL POINTS 

1, Provision for Bad and Doubtful Debts 

Before we discuss the provision for Bad and Douhlful Debts, we should know the 
meaning of "provision”. Provision means an amount set aside to meet an expected loss or 
liability the exact amount of which is not yet known. If a loss has occuri'ed, it is debited 
to the Profit and Loss Account, but if a loss is expected, it is better to arrive at the "profit” 
after taking into account the expected loss. Suppose a ctustomer has demanded compensa¬ 
tion for late delivery of goods. The exact amount of compensation to be paid is not yet 
known but is estimated at Rs. 5,000. Without considering this amount, the profit, is 
Rs. 60,000. But it would be better to show the profit as Rs. 55,000 and keep 5,000 
in a separate accoun t If s uch an account is, created to meet the estimated loss, it would 
Jb.e kiown as a provision. On payment of compensation, the actual amount would be 
debited to this particular account, and not to the Profit and Loss Account, This is 
nature of provisions. The Profit and Loss Account is debited with the estimated amount 
and a special account is credited. This account is to be debited when payment is actually 
made, In this manner the profit of each year is correctly arrived at; the Profit and Loss 
Account of the year in which loss occurs is debited. If no provision is created, Profit and 
Loss Account of tlie year in which payment h made would have to be debited. This would 
inflate the profit of the first year and reduce the profit of the subsequent year. 

Now we consider the Provision for Bad and Doubtful Debts, Bad Debts are of course 
losses. Doubtful Debts are debts about whlcli there is no certainty of payment. Some of the 
doubtful debts will turn bad and will have to be written off. The question is: which year’s 
Profit and Loss Account is to be debited in respect of bad debts? The year in which debts 
are actually written olf? Or the year in wliidi the possibility of their being bad arose? 
From the accounts point of view, it is better to consider the loss as having arisen ^hen 
doubts arise regarding recovery, During 1963 it became clear that out of debtors, Rs. 2,000 
may not be recovered. In 1964, in respect of such debtors Rs. 1,600 is written off as bad. 
The loss is that of 1963 and not 1964. In 1963, the amount to be written off should be 
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estimated and debited to the Profit and Loss Account. Piovisioti for Doubtful Debts is 
credited. This account is iDahiiiced and cauiecl Ibrwaid to the next year. The actual bad 
debts will then be debited to this account and not to the Profit and Loss Account. In this 
manner the loss will fall on the proper year. 

Creation of Provision for Doubtful Debts is necessary not only foi arriving at the 
correct figure of profit, but also for preparing Balance Sheet properly and correctly. It 
is not proper to show Debtors at say Rs. 60,000 in the Balance. Sheet when it is known that 
some of them null not pay. If out of these debtors, bad debts aie expected to amount to 
Rs. 3,000, the correct figure for Debtors is Rs, 57,000. If Provision is created, the debtois 
will be automatically shown at the correct figuie. The Provision for Doubtful Debts is 
deducted from the figure of debtors for balance .sheet purposes. 

The following are the steps neecssai'y for creation and maintenance of the Provision 
for Doubtful Debts: 

In the first year of the creation of llie Piovision—- 

(а) Debit Profit and Loss Account and Credit Provision foi Doubtful Debts. 

(б) Garry forward the balance in the Provision for Doubtful Debts Account 
(naturally, as a credit balance). 

In subsequent year— 

(c) Write off bad debts in the usual w'ay, i.e., 

Debit Bad Debts Account, and 
Credit the customers concerned, 

(rf) Transfer the total of the Bad Debt.s Account at the end of the year to the 
Provision for Doubtful Debts Account. The entry is: 

Debit Provision for Doubtful Debts Accoiint, and Credit Bad Debts Account, 

(f) Tlie amount lo be kept as Provision for Doubtful Debts should be put on die 
debit side of the Provision for Doubtful Debts Account as “To Balance c/d” 
and then brought down on the credit side us “By Balance b/d”. 

(/) The difference in the two sides of this account is tran-sferred to the Profit and 
Loss Account. 

An example will make the steps clear. Suppose in the beginning of 1964 the Provision 
for Doubtful Debts stands at Rs. 2,000. In 1964 the bad debts written off arc Rs. 1,500. 
Debiting the total of bad debts to the Provision for Doubtful Debts, the latter account is 
reduced to Rs. 500. Now suppose, at the end of 1964, a provision of Rs. 1,800 is desired. 
Out of this Rs. 500 is already there; therefore, Rs. 1,300 should be debited to the Profit and 
Loss Account and credited lo the Provi-sion for Doubtful Debts. This will make the Provision 
Rs, 1,800 as desired. The Provision for Doubtful Debts Account ivill appear as follows: 


Dr. 


Provision for Doubtful Debts Account 


Gr. 


T96? 
Dec. 31 


To Dad Debts A/c 
To Balance c/d 
{required) 


Ksr 

IvlOO 

1,U00 

“nss? — 

Jan, 1 
Dec. .31 

By Balance b/d 

By Profit & Loss Account 
{balttiinHgfii!Ure) 




3,300 

l%j 

Jan. 1 

By Balance b/d 




I'iNAi. Ai';«;()UN'r.s--n 
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The student should note that ilie debit to the Profit and Loss Account is Rs. 1,300 
and that the balance in the Provision for Doubtful Debts Account is Rs. 1,800, the 
difference being accounted for by the fact that after charging the bad debts, a balance of 
Rs, 500 remained out of the opening balance. 

Sometimes, the opening balance is so large that even after charging the bad debts 
and keeping a balance for the next year, a surplus remains. This surplus is to be credited 
to the Profit and Loss Account, debiting the Provision for Doubtfiil DelJts Account. 
Suppose on 1st Januaiy, 1963, llte Provision for Doubtful Debts stood at Rs. 1,600. 
During the year the bad debts ^vriltcn off were Rs. 400 and at the end of the year, a 
provision of Rs. 1,000 is desired. It Is- clear tbat after charging the l^ad debts and leaving 
Rs. 1,000 as balance for 1964, a surplus ofRs. 200 remains. The Profit and Loss Account 
should be credited by this amount. The Provision for the. Doubtful Debts Account will 
appear as under: 


Dr. Provision for Doubtful Debts Account Cr. 




-^-RT" 

'~iT5?a- 



Rs. 

Dec. 31 

To Bad Debts A/o. 

'1 400 

.Jan. 1 

By Baliince b/d 

■ 

1,600 


To Profit & I.oM 

1 , 






A/c (balancing figure) 

;! aOO 



H 



To Balance c/d 

ll 






(required) 

jj 1,000 



■ 




jj 1,600 



■ 

1,600 



Ir 

1964 


■ 

' 



II 

,]an. 1 

By Bt-ilance b/d 

■ 

1,000 


It is usual to show details in the Profit and Loss Account and to deduct the 
Provision for Doubtful Debts from the total of debtors in the Balance Sheet. 

Illustration 25 

On 31st December, 1961, a firm decided to create a Provision for Doubtful Debts 
to the extent of Rs. 1,000. During 1962, bad debts totalling Rs. 600 were svritten ofi^ 
The figure for 1963 was Rs. 200, The total of debtors on 31st December, 1962 and Slst 
December, 1963 was, respectively, Rs. 18,000 and Rs. 12,000. The firm maintained the 
Provision for Doubtful Debts @ 5% of the debtors at the end of the year. Give Journal 
enti’ies and the Provision for Doubtful Debts. Also show how the amounts will appear 
in the Profit and Loss Account the Balance Sheets for 1962 and 1963. 


Solution 


JOURNAL 



Dr. 

Cr. 

1351 

Dec, 

31 

Profit and Loss Account 

To Provision Tor Doubtful Debts A/c 
Creniion of provision for doubtful debts. 

Dr. 

__ _ 

■ 

" Rs. 

1,000 

Rs. 

1,000 

1962 

Den. 

31 

Provision for Doubtful Debts A/c Dr. 

To Bad Debts Account 

Bad Debts Account transferred to the Provision for 
Doubtful Debts A/c 


600 

600 
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1952 

Dec. 

31 

Prn6t and Loss Actoiint Di. 

To Piovi.iion fur Doubtful Debts A/c 

Amount credited further to tlie Provision inr Douhtfid 
Debts A/c to make the balance equal to Rs. 000. i.c., 
5% of Us. 16,000. 


Rs, 

500 

ks, 

500 

1963 

Dec. 

31 

Provision for Doubtful Debts A/c Dr. 

To Bad Debts Account 

Bad DebLs Account transferred to the Provision for 
Doubtful Debts Account. 


200 

200 


1) 

Ptovision for Doubtful Debts A/i . Dr. 

To Profit and I./i.ss Account 

Amount transferred to the cirdit of Profit and Loss 
Account in order to bring down the balance in the 
Pwvision for Doubtful Debts A/c to R.s. 600, l.e., 5% 
ofRs. 12,000. 


100 

100 


MB,: Watch ledgei' po^Ling simuUaneoudy with journal entries. 


Dr. Provisions for Doubtful Debts Account Cr. 


ls)6l 

Dec. 31 

To Balance c/d .. 


-RT 

1,000 

ifiiil 

Dec. 31 

By Profit & r,oss A/c 


Rs. 

1,000 

1962 

Dec. 31 

II 

To Bad Debts A/c 

To Balance c/d 
(required) 


600 

900 

1962 

Jan. 1 
Dec. 31 

By Balance b/d 

By Profit & Loss A/c 


1,000 

500 

1963 

Dec, 31 

ft 


1,500 

1963 

Jan. 1 



1,500 

To Bad Debts A/c 

To Profit & Loss A/c 

To Balance c/d 
(required) 


200 

100 

(lOO 

By Balance b/d 


900 



900 

1964 



900 


1 


Jan. 1 

By Balance b/d 


600 


Profit & Lobs Account (1962) Profit & Loss Account (1963) 

Debit Side Rs. Rs. Credit Side Rs. Rj, 

To Provision for Doubtful Debts By Piovisioii for Doubtful 

Required . 900 Debts Existing .. .. 900 

Ada Bad Debts ., ., 600 Less Bad Debts. 200 


1,500 700 

flrtr Existing Provision .. 1,000 .500 Provision required.. 600 100 


Balance Sheet (asset side only) Rs. Rs, 

1962 Sundry Debtors . 10,000 

Less Provi.sion for Doubtful Dcbbi. 900 17,100 


1963 Sundry Debtors .. .. .. .. 12,000 

Provision, for Doubtful Debts .. 600 11,400 ^ 


nDUustration 26 

On 1st January, 1964, a firm had Rs. 1,700 as provision for doubtful debts.: 

31st December, 1964, the total of debtors was Rs. 21,600. Out of this a sura of Rs. 
had to be written off as irrecoverable. The firm maintains the Provision for Doubts^S 
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Detts @ 5% of tlie debtors. Give the required journal entries and the Provision for 
Doubtful Debts Account. Also show how the various figures will appear in the 
Balance Sheet. 


Dec. I 31| Bad Debts Acrouni 

To .Sundry Debtors Account 
Debts written oIT its bad. 


Provision for Doubtful Debts A/c 

To Bad Debts Account . 

Transfer of Bad Debts Account to the Provision 
for Doubtful Debts A/c 


Prone and Loss Account. 

To Provision for Doubtful Debts A/c 
Further amount credited to the Provision for 
Doubtful Defats A/c to make the balance cnual 
to Rs. 1,025, i.e., 5% of Rs. 20,0.50 (Rs. 21,600 
less Rs. 1,100). 



Provision for Doubtful Debts Account 


-PMI 


Dec. 31 To Bad Debts A/c 
„ To Balance c/d 
(required) 



Balance Sheet (assets .side) 

Sundry Debtors 
L«j Provision for Doubtful 
Debts. 


Rs. 

20,500* 


Provision for Discount on Debtors 

The Provisibn for Discount on Debtors is meant to cover the discount to be allowed 
to ejusting debtors and is of the same nature as the Provision for Doubtful Debts. The 
amount to be allowed as discount is estimated and then debited to the Profit and Loss 
Account and credited to the Provision for Discount on Debtors Account. The discount 
to be allowed thus falls on the current year. Next year, the actus Miscount allowed will 
be debited to the Provision for Discount on Debtors. This will naturafly reduce the amount 
standing to the credit of the Provision for Discount on Debtors, But this will be made up 
to the desired figure by a further debit to the Profit and Loss Account and credit to the 
Provision for Discount or Debtors Account. 

While estimating the amount required as Provision for Discount on Debtors, the 
Provision' (if any) for Doubtful Debts should be deducted ftom debtors first. This is because 
there can be no question of allowing discount on doubtful debts, 

'*Rs 21,600 Less Rs. 1,100 written off, 
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Suppose the clchtoib ol' a firm tuiiil Kb. 50,(100. rhe iirni cicatc.s a Piovision for 
Doubtful Debts at 5% and Provision for Discount at 2^%. I'lie Provision for Doubtful 
Debts will be 5% of R.s. 50,000 or Rs. 2,500. The PTovi.sion for Discount will be 2% of 
Rs. 47,500 (i.e. Rs. 50,000 minas Rs. 2.500) nr Rs. 050. The Provision for Discount or 
Debtors Account is maintained in exactly the same way as Piovisioins for Doubtful Debts 
In the Balance iSheet, both the provi.sinu.s are cleducicd Ironi debtors. 


mustration 27 

'Die following figures me given: 

Rs. 

Provision for Doubtful Debts on Isl,Jan, 1064 .. .. 2,000 

Provi.sion for Discount on Debtors on 1 st Jan. 1964 .. .. 960 

Bad Debts written off during 1964 .. .. .. .. .. 1,300 

Discounts allowed during 1964 . .. .. .. .. 1,100 

Total of debtors as at 31st Dee. 1964 .. .. ., 30,000 


The Provision for Doubtful Debts is to be mainlinued at .5% of the debtors and 
the Provision for Discount on Debtors ai 2|%. 

Give journal entries and ledger accounts for the two Provisions, Also show how 
the debtors will be shown in the Balanee Sheet on 31st Dcce.niber, 1964, 

Solution 


Journal Dr. Cr. 


1^64 

Dec. 

31 

Provision for Doubtful Debts A/f 

To Ba<l Debts Account 

Transfer of Bad Debts A/c to the Provisinn for 
Doubtful Debts A/c 

Dr. 


Rb. 

Rs. 

1,300 

it 


Profit and Loss Account .. 

To Provision for Doubtful Debts A/c 

Furtlier credit to the Provision for Doubtful Debts 
A/c to make uv> tlic balance to Rs. l/iOD, i.r., 
5% of Rs. 30,000. 

Di. 


000 

800 

f» 


Provision for Discount on Dnbtms A/c .. 

To Discount Allosvcd A/c 

Transfer of the Discount Allowed A/e to the 
Provision for Discount on Debtors Account. 

Dr. 


1,100 

1,100 

)) 


Profit and Loss Account ,, 

To I*rovision for Discount on Debtors Account 
, Further credit to Provision for Discount on 
Debtors A/c to make up the balance to Rs. 570, 
i.e., 2% of Rs. 2B.5()0 (Rs. 30,000 less Rs. 1,50(1) 

Dr. 


710 

710 


Dr. FrovJalon for Doulitful Debt* Account Cr. 


TSB? 

Dec. 31 

M 

To Bad Debts A/c 

To Balance c/d 
(required) 


- RT 

t,3oni 

1,500 

n«n 

.jtui. 1 
Dec. 31 

By Balance b/d 

By Profit fit Iioss A/c 


Rs. 

2,000 

eoQ 



2,800 




2,800 





1905 

1 Jan. 1 

By Balance b/d 


1,500' 



r-iNAT- Ai:<:m’N'is- -ii 
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Balance Sheet faviets side) 


Sundry Debtors 

Less Provision for Doubtful Dolrls 


Less Provision for Discount 


Reserve for Discount on Creditors 

Just as a firm inukes provisitiii for disccniiil to bu allowed to existing debtors, it 
may also take into account the discount expected to be received Jrom existing creditors. 
Suppose on 31st December, 1963, the creditors total Rs. 20,000. It is expected that on 
payment to them a discount of Rs. 400 will be received. When received it will be an income 
or gain. But the firm niay decide to treat it as a gain for 1963 since it arises in respect ol’ 
creditors for 1963, This can be done by debiting “Reserve for Discount on Creditors 
Account” and crediting Profit anrl Loss Account. The debit balances in the Reserve for 
Discount on Creditors will be carried forwai d. While preparing the Balance Sheet for 
1963, it will be deducted frejm creditors. The Balance Sheet will show creditors and 
Reserve for Discount on Crcdilons as follows: 

Balance Sheet (Liabilities side) 

Rs. Rs. 

Creditors .. .. .. .. ,. .. 20,000 

Less Reserve for Discount on Creditors ,. .. .. 400 

- 19,600 

Next year, the actual discount received from the creditors will be credited to the 
Reserve for Discount on Creditors Account. Tlie closing balance in this account will be 
made up to the desired figure by a furthor credit to the Profit and Loss Account and debit 
to this account. To continue the above example, suppose the discounts received in 1964 
total Rs. 350. This leaves the Reserve for Discount on Creditor’s at Rs. 50. If at the end 
of 1964 balance in this account is to be Rs. 500, the account should be debited by Rs, 450 
by a credit to the Profit and Loss Account. Thu.s every year two entries will be required. 
' These are: 

(a) Debit Discount Received Account, and 

Credit Reserve for Discount on Creditors Account, 
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This entry is for transfer of Disetmut Received Account. 

{b) Debit Rcscive for Discount on Oieditors Account, and Credit Profit and 
Loss Account. 

Tliis oiitiy should be jiassed for an amount so as to leave the desired balance in the 
Reserve Account. 




ulustration 28 

The creditois of a firm totalled Rs. 25,000 on 31.sl December, 1963. On this date- 
the firm decided to take into account the discount expected to be earned from creditors 
The amount was estimated @ 2% ol’creditors. In 1964, the actual discount received was 
Rs. 860. The creditors on 31.st December, 1964, were Rs. 30,000. The creditors were 
expected to allow 2% discount and this was to be broiiglit into books. Pass journal entries 
and give the relevant ledger account. 


Solution 


Journal 


Dr. Gr. 



Reserve for lliscoimt on Ciediiors A/r 

To Profit & Loss Acroiiiu. 

Discount expecLetl from rrcdilors at 2% on 
Rs. 25,0tHl brought into books .. ., 


Discount Received A/c . 

To Reserve lor Discount on Creditors 
Account .. ,. 

Transfer of Discount Received Account lu 
Reserve for Discount on Creditors A/c 

Reserve, for Discount on Creditors A/c 
To Profit & Loss Account .. .. 

Further debit for Reserve for Discount on 
Creditors Account to Irave a balance of 
Rs. 600. i.e., 2% on Rs. 30,000 



Reserve for Discount on Creditors Account 


1963 

Dee. 31 

To Profit & Loss A/c' 

1964 

Jan. 1 
Dec, 31 

To Balance b/d 

To Profit & I.05S A/c 

1965 

Jan. 1 

1 

To Balance b/d 


Rs. 

1963 


500 

Dec. 31 

By Balance b/d 


1964 


,500 

Dec. 31 

By Discount Received 

960 


A/c (Transfer) 

By Balance c/d 
(required) 

1,460 

600 

*» 
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In the Profit and Loss Account for 19(54-, the entry will be shown in the 
following way 


Profit and Loss Account (Credit side) 


By Reserve for Discount on Creditors (required) ,. 
Add Discount Received . 


Rs. Rs. 
600 
860 


Less Existing Reserve 


1,460 

500 9S0 


The Balance Sheet on 31st December, 1964, will show the figures‘in the 
following manner: 


Balance Sheet (Liabilities) 


Sundry Creditors 

Less Reserve for Discount on Creditors 


Rs. Rs, 
30,000 

600 29,400 


Provision for Repairs and Renewals 

Repairs and renewals are naturally re.vcnue expenses. Most firms debit the Profit 
and Loss Account with the actual amount spent on repairs and renewals every year. But 
this practice is not fully correct because: 

(a) the amomit spent on repairs and renewals of an asset rises year by year— 
it is negligible in the first few years but is quite heavy in later years; 

(b) the work performed by the asset remains uniform from year to year-^ a machine 
will produce the same quantity of goods in its first years of life as in the later 
years; and, hence, 

(c) the amount to be debited to the Profit and Loss Account should also be uniform 
to charge the actual amount will mean that the charge will be light in the 
beginning but will be heavy later. 

Many firms, therefore, want that the Profit and Loss Account of each year should 
bear the same charge for repairs and renewals. This can be done by estimating the amount 
to be spent on repairs of an asset during the whole of its life and then finding out the average 
(by dividing the total estimated amount by the number of years of the asset’s life). Each 
year the Profit and Loss Account is to be debited by this figure. An account called “Pro¬ 
vision for Repairs and Renewals Account’’ is to be credited. In simple language it means 
that so much amount has been set a.sidc to meet the expenditure on repairs and renewals. 
Therefore, the actual arhount spent on repairs and renewals has to be debited to this 
^ount and aof to the Profit. andXjjSS LAafiimut. The balance in the Provision for Repairs 
and Renewals Account is to be carried forward and shown in the Balance Sheet. 
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It should be noted tluit in the bcfiiuniug the IniUiiicc in the Provision for Repairs 
and Renewals Account will tend to increase because the actual repairs will be less than the 
average. Later the actual rep.'iirs will exceed the average and, therefore, the balance 
in the Provision for Repairs and Renewals will diminish year by year. If repairs were 
estimated correctly, the balance in this account would disappear completely. However 
if any balance tloes remain in this account at the end of the life of the asset, it should be 
transferred to Profit and Loss Account. 

On the whole, ^vl^at lues t(j he remembered is: 

(a) Debit the Profit and Lo,ss Account and eredit the Provision for Repairs and 
Renewals Account every year with the average of the estimated repairs; 

(b) Debit actual repairs to the Pi-ovision for Repairs and Renewals Account; and 

(c) Carry forward the balance In the account for the Provision and show it in the 
Balance Sheet. 




ustration 29 

Wishing to make the charge in respect of repairs and renewals uniform from year 
to year, a firm decided to charge Rs.5,on0 aiiiially fin this purpose. The actual repairs were: 


Rs. 

1st year 1,000 

2ml year 2,500 

3rd year 4,500 

4th year 6,000 

Give the vatious ledger accounts for the liuir years. 


Solution 


Dr. Repairs and Renctvals Account Cr« 




l! 1 




ks, 

1st Year 

To Bank 

1 1,000 

1st Year 

By Provision Ibr 





I 

I 



Repairs & Renewals 







A/c 

' 

1,000 

2nd Year 

To Bank 


2,.’i00 

2nd Year 

By --do- - 


2.500 

3rd Year 

To Bank 


4,300 

3id Year 

By —do- - 


4,500 

4th Year 

To Bank 


6,000 

4ih Year 

By - -do- - 


6,000 


Profit and I.o«b Account 

a 

1st Vear 

To Provision for 


1 

1 

1 




Repairs & Rene- 


1 

I 





wats A/c. 


.3,000 


1 



2nd Year 

To -do— 


1 ' .3,000 


i 

) 


' 

3id Year 

To -do- 


.3,000 

i 

1 



3rd Year 

To --do— 


5,000 

1 

1 

1 



4ih Year 

To -do- 


5,000 


i 

! 




% 
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Provialons Cor Repairs and Renewals Account Ci‘. 


1st Year 

)> 

To Repairs & ' 

Renewals A/r 

To Balance c/tl 

,! 

U 

>1 

1 

1 

RTT 

Ij 

t.OOOi 

4,000j 

l.si Year 

Uy Ptfiftl & Loss A/c 


— mr 

.5,000 



i 

1 

5,0001 

1 

. 



5,000 

2nd Year 

I'o Repairs & 

Renewals A/r 

To Balanre c/d 

1 

t 

i 

2,500 
6,.500 

2iid Year 

By Ualaiiee b/d. .. 

By Profit & Loss A/c 


4,000 

5,000 



1 

1 

9,000 




9,000 

3rd Year’ 

It 

To Repairs & 

Renewals A/c 

To Balance c/d 


4.500 

9.500 

3rtl Year 

By Balance b/d. ., 

By Profit 8l Loss A/c 


9,000 

5,000 




14.000 




14,000 

4th Year 

\\ 

To Repairs & 

Renewals A/c 

To Balance c/d 


6,000 

U.500 

4tlt Year 

By Balance b/d. 

By Profit & Loss A/c 


9,500 

5,000 




14,500 




14,500 





5th Year 

By Balance b/d ., 


8,500 


Valuatioa of Stock 

All firms compile iiiibrmatiou regarding materials, stores and. goods actually 
in their possession at the close of the trading period. This work is known as stock-taking or 
taking an inventory. The business is suspciKled for a few days luid all employees are 
tliaftcd in order to make a complete inventory or everything that is lying in the godowns. 
These lisjs are then faired and valued. The total of the lists will be the closing stock. The 
lists are also known as stock sheets. 

The student knows that the closing stock is credited to the Trading Account and, 
therefore, the figure of gross profit will depend very much upon the value placed upon this 
item. If the figure of closing stock is increased, say by Rs. 50,000, the gross profit will 
increase accordingly and if the figure of closing stock is reduced by Rs. 40,000, then, to that 
extent, the gross profit will be less. Therefore, extreme care has to be taken to see that the 
figure of closing stock is neither inflated, i.e., unnecessarily increased or deflated, i.e, 
unnecessarily reduced. This involves two points. The first is that while preparing stock 
sheets the physical quantities must not be overstated or understated. All items must be 
taken in stock. No fictitious items should be included and nothing should be left out. The 
second point is that the value placed against each item has to be the proper one. 

The Principle of Valuation 

The principle of valuation of stock is that no profit which has not yet been earned 
should be taken into account, but if a loss has taken place, it must be provided for. This 
principle is expressed by saying that stock should be valued at cost or replacement price or 
the expected realisable price, whichever is the lowest. Simpose goods purchased for 
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Bs. 10,000 are still in stock and the present replacement price Rs. 12,000 (replacement 
price means the amount \\-hieli will have to be paid for buying new slocks). The goods can 
be sold in the market for Rs. 13,000. In thi.s easi; the value of the closing stock will be 
Rs. 10,000. Suppo.se the cost was Rs. 14,000. In that rase the e,lo.sing stock w'ould have been 
valued at R.s. 12,000, 

There are two ways in which cost pi ice, market price, and replacement price can be 
compared. We may consider every item and it may be taken at the low'Cst of the three prices 
mentioned, or we may value tlie entire stock, first accoiding to cost, secondly according to 
replacement price, and thirdly, according to the market price. Then the lowest of the 
three can be taken. 

Suppose the .stock of a firm consists of four items only. The relevant information 
assumed is given below: 






Market Puce 

Total Market 

JVame 


jVo. oj l/iiilt 

C'oil Per Unit 

Total Catl 

Per Unit 

Value 



Ri. 

Rs. 

Rs. 

Rs. 

A 


1,000 

10 

10,0011 

D.50 

9,500 

B 


500 

12 

0,000 

14.00 

7,000 

C 


600 

11 

(),600 

10.00 

6,000 

D 


000 

1.5 

13,500 

16.00 

14,400 




•rot.ii 

36,100 


36,900 

The total stock may be 

valued at Rs. 

36,100 which 

is the lower 

of the cost or 

market price. 

But we may also ■ 

value stock in 

the following way: 



JVanw 


J/o. of Unitf 

J^asis 


Total 




Ujowet if the Cost or 






Market Value Per 

Unit) 






Its. 

Rs. 


A 


1,000 

9.50 


9,500 


B 


SOO 

12.00 


6,000 


C 


600 

10.00 


6,000 


D 


900 

15.00 


13,500 





Total 

35,000 


There is some difference of opinion regarding the applicability of the above 
principle to raw materials and stores* to be used in the factory. There is no difference of 
opinion as regards finished goods. Finished goods must always be valued at the lowest 
of the three values pointed out above. But some people maintain that since raw materials 
and stores have not to be sold but have to be used by the fketory itself, they should always 
be valued at cost. There may he nothing wrong, strictly speaking, with this statement but 
it will be better if raw materials are valued at co.st or replacement price, whichever iif 
lower. This is because if the price of raw materials falls the price of finished goods is bounds - 
to fall also. Therefore, there may be a loss in future. 11 is better to provide for such a loss noW* 
In case of stores, it docs not really matter very much whether they arc valued at cost.cj^ 
replacement price since the amount involved is not likely to be very heavy. Therefore.i! 5 |^| 
may be all right if stores are always valued at cost, ' ' 

* Stores mean materials which do not form i»rt of the product but are necessary to keep ,'macK^g 
• workihg, suoh as lubricating oil, fuel oil, etc. 
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How to Ascertain Cost 

In the case of finished goods cost means the cost of production. The cost of 
production consists of materials used, and wages and expenses incurred in the factory for 
production. The total cost incurred is divided by the number of units produced in order 
to find out the cost per unit. Suppose the following information is given: 




Rs. 

Materials 

. . 

2,00,000 

Wages 

. • 

1,50,000 

Factory lixpeiiscs 


1,00,000 


Total .. 

4,50,000 


If 1,00,000 units are produced, the cost per unit comes to Rs. 4.50. If out of 1,00,000 
units produced, 20,000 are still in stock, the value of the closing stock will be Rs. 20,000 X 
4.50, namely, Rs, 90,000. In case of work in progress, that is, partly finished goods, cost 
will mean the amount spent by way of materials and wages on such goods together with 
proportionate expenses in the factory. The information will naturally be available from 
factory records. 

Suppose there are certain units still in process. From the factory records it appears 
that on these units Rs. 7,000 has been spent by way of materials and Rs. 3,000 by way of 
wages. Other information shows that the othef production expenses are generally 60% 
of wages. Then the value of work in progress will be Rs. 11,800, thus; 


Materials 

.. Rs. 

7,000 

Wages 

.. Rs. 

3,000 

Expenses (60% of wages) 

.. Rs. 

1,800 

Total 

.. Rs. 

11,800 


Meaning of Cost 

In the case of raw materials and finislied goods, valuation may also depend upon a 
decision of the management as to the meaning of cost. Although in practice actual issues 
are always made on the basis of “first in, first out” (FIFO); that is, actual issue is made out 
of the earliest consignment on hand, a difibrent basis may be adopted for costing purposes. 
To take a simple example, suppose a firm receives 500units @Rs. 5 each on 1st February, 
1964, and 600 units on 1st March, 1964, @ Rs. 6 per unit. 700 units are issued on 15th 
March, 1964, leaving a stock of 400 units. Actually the stock will be out of the lot received 
on 1st March, 1964, since the earlier lot must have been exhausted first. Bur for valuing 
stock the firm may adopt one of the following courses: 

(a) treat the stock as part of lot received on 1st March, 1964; 

{b) treat the stock as part of cai^er lot; or 

(e) treat the two lots as mixed and consider the stock as consisting partly of both lots 
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Clasc (a) nu-fiiis tli.it loi valiiiiifj Mock, lofi. fhr l),'i,sis of: first in fust out is adopted 
The stock is to be valued on the Iwms of the latest f oiisifjumcnt on hand. In the above 
example, the .stork will be valued at Rs. 2,400, i.e. 400x Rs. fi. Under ca.se {b), the firtnis 
supposed to exhaust the latest lot hist (last m first nut, or UFO). One .should find out which 
lot rcmain.s tinrxhaustcd and valuation is lobe math* on ilitil basis. In the above example 
the lot rcreived on Isi February, 1!K)4, is to be irralctl ,'is unexhausted and hence the 
400 units in .slock will be valued at Rs. 5 each or at Rs. 2,000. 

Unditr case (cj, valuation has to be made at the average, prici*. Averages are of 
two types —sunple and weighted. For .simple average the various prices are added and then 
divided by the number of prices added. In the above example the average is Rs. 5.50 
i.e,, Rs. 5-| R.S. 6. The stock will h<- valued at Rs. 5. .">0 or at Rs. 2,200. Weighted average 
2 


is arrived at afiei taking into account rpianlities .il.so. The method to arrive at weighted 
average is: 

1. Multiply number of units by the price per unit for the lot. 

2. Add the products. 

y. Add the number of units. 

4. Dis'ide the total of products by the total of iiuit.s. 

5. The resultant is the weighted average. 

In the example given above, the weighted aveiagt> is arrived at as follows; 

Lot No. of units I’rice Product 

Rs. Rs. 

1st ., 500 5 2,500 

2nd .. tiOO li 3,600 

Total .. 1,100 6,100 

Divitling (i,Ul0 by 1,100 wc get Rs. 5.55. 400 uniis valued at this late will be 
Worth Rs. 2,200. 


Base Stock 

For carrying on a manufacturing business a certain minimum stock of various 
requirements must always be carried otherwise production may have to be stopped for 
some time for want nf materials. Such minimum stock may be treated as a permanent 
investment—the funds invested cannot be realized just as in the case of fixed assets. Many 
firms treat the ininimum Mock like fixed a.ssets and value it at the amount originally spent. 
The actual stock, however, is usually more than the nilnimnm stock. In that case the excess 
is valued according to current cq-M. Suppose a firm started work in 1940 and decided to 
keep a minimum stock of 300 bags of cement. The price then was, say, Rs. 3 per bag. 
On 31si December, 1963, the actual stock was 701) bag purchased at Rs. 7 per bag, 
According to the Irase stock method the value is: 


300 bags @ Rs. 3 

.. Rs. 

900 

400 bags @ Rs. 7 

.. Rs. 

2,800 


Rs, 

"3,700 


. '.'' 4 * 
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Adjusted Selling Price 
•> 

Plantation industries, like tea, coffee and rubber, usually do not adopt cost as the 
basis for valuing the finished stock. They value the finished stock at the current market price 
less the selling expenses. For instance, tea produced in Assam is sold in Calcutta at, say, 
Rs. 6 per kg., the expenses on packing and transport being 2.') p. per kg. The closing 
stock of tea will then be valued at Rs. 5.75 per kg. 

Manufacturing Account''' 

Final accounts as usually produced do not clearly show the cost of production of 
goods. If it is desired to ascertain the cost of production clearly, an account called Manu¬ 
facturing Account will have to be prepared and the other accounts—^Trading Account and 
Profit and Loss Account will have to be suitably amended. “Final Accounts” will then 
consist of Manufacturing Account, Trading Account, Profit & Loss Account and Balance 
Sheet. 

The Manufacturing Account, being meant to show the cost of production, is 
debited with all expenditure—expenses or losses incurred to produce goods. Expenses 
incurred in the general office or for selling the goods arc not entered in the Manufacturing 
Account. The Manufacturing Account is debited with the following: 

(а) Value of work in progress in the beginning. 

(б) Raw materials used, i.e,, opening stock of raw materials plus purchases of raw 
materials minus closing stock of raw materials,** 

Note: Opening and closing stocks of finished goods are nol entered in 
the Manufacturing Account, .since they have nothing to do with cost of 
production. 

(e) Stores and other small materials (like lubricating oil, etc.) used. 

(d) Wages and salaries paid to all workers and officers working in the factory. 

(e) Freight and carriage on raw materials and stores, 

(/) Power (electricity or coal) used in the factory. 

■(g) Rent, rates and taxes for factory premises. 

(A) Repairs and maintenance of plant and machinery used for production. 

(t) Depreciation of plant and machinery, loose tools, factory premises, etc. 

(j) Roj'alties paid on the basis of production (but not on the basis of sales), 

(A) All other expenses incurred for production. 

The Manufacturing Account is credited with: 

(a) Sales of scrap, wastage, etc.(arising out of work in the factory), 

(i) Closing value of work in progress. 

The balance in the Manufacturing Account will now be the cost of production. Divided 
by the number of units produced, it will give the cost per unit. The total cost of production 
is transferred to the leading Account. ITie Trading Account is debited and the Manu¬ 
facturing Account is credited. This account is closed in this manner. 


* It is also called the Production Account 

■•'The closing stock is deducted instead of being credited to the Manufacturing Account. 



192 


EIiEMliNTS OF BOOK-KEEPING AND ACCOUNTANCY 


The Trading Arcount will be debited with; 

(a) Opening stock of finished goods; and 
(i) Cost of goods produced(as per Manufacturing Account). 

It will be credited with tlie sides and closing stock of finished goods. The Trading 
Account will then show gross profit(or gross loss) which will be transferred to the Profits 
and Loss Account. All expenses and losses {except those debited to the Manufacturing 
Account) will be debited to the Profit and Loss Account. After credit of incomes 
and gains the Profit and Loss Accotiul will .show the net profit or loss to be 
transferred to the Capital Account. The Balance Sheet will be prepared in the usual 
manner. 


lUnstration 30 

From the following trial balance of Chandra as at 31 si December, 1963, you arc 
required to prepare llie Manufacturing Account, Trading and Profit and Loss Account 
and Balance Sheet. 


Dtbii Balances 

Drawing 



Rs. 

4,800 

Opening Stork; 

Raw Materials 



10,000 

Work In Progress 



fi,Q00 

Finished Goods .. 



14,000 

Office Furniture 



13,000 

Pi'intiiig & Stationery 

« • 


1,200 

Coal 

« s 

« 

GOO 

Frright; Inwards .. 

1 ( 


3,000 

Outwnrtls.. 

* « 

« 

2,000 

Purdioses 

I « 

« 

75,000 

Discount Allowed .. 

• • 


950 

Repairs to Plant 

• s 


1,000 

2,500 

Rent; Factory 

• « 


Office 



3,600 

Salaries; Factory 



10,000 

Office 



6,000 

Wages 



24,000 

Advertising .. 



5,800 

Plant 



70,000 

Miscellaneous Expenses 



1,000 

55,000 

Sundry Debtors 



Bad Debts .. 



800 

Interest 


f « ■ 

1,500 

Insurance 



600 

Cash at Bank 



7,000 

Cash in hand 



3,500 


f.'wdit Balances 


Rs. 

Capital Account 


80,000 

Sundry Creditors 


16,000 

Bank loan @6% 


20,000 

Discount Received 


400 

Sales of Finished Goods 


2,05,000 

Sales of scrap etc. 


850 

Provision for Bad Debts 


600 


3,22,850 3,22,850 

The following further information is supplied: Rs. 

{a) The closing stock was: Raw Materials .. 15,000 

Work in Progress .. 8,000 

Finished Goods .. 7,000 
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(A) The Plant is to be depreciated by 10% and oflice furnituic by 5%. 

(«) The provision for Bad debts is to be maintained at 2% of the debtors and that 
for Discoun on Debtors @ 1 %. A Reserve for Discount on Creditors @ 1 % 
is to be created. 

Insurance premium was paid for the year ending March 31, 1964. 


Soliitioa 


Maitufooturlng Account for the year ended December 31, 1963 



Rs. 

|. . . 

6,000 

By Work in Progre.<w 
(31st Dec. 1963) 

By Sales of scrap cic. 

By Cost of Goods 


produced—transferred to Trad¬ 


ing Account . 

70,000 

24,000 

3,000 

600 

1,000 

1 2,500 

10,000 
7,000 


1,24,100 

1 




Trading Account and Profit & Loan Account for the year ending 31at Decen^ber, 1963 


14,000 


To Of)ening Stock of 
Finished Goods .. 


To, Cost of Goods produced 

(transferred from 
Manufacturing A/c) 

To Gross Profit c/d to 
Profit & Loss A/c 


1,15,250 
' 82,750 


2,12.000 


By Sales 

By Closing Stock .. 


2,05,000 

7,000 


2 , 12,000 
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Dr. 


To Office Salaries 

1 

Rs. II 
II 

6.000,; 

To Office Rent 

■■ 

3,600i 

To Advertising 

* • 

5,B00|! 

To Printing & Statioiici y 

• • 1 

1.200.‘ 

I'o Freight Outward.s 


2,000,1 

To Miscellaiienus Expenses 


1,000, 

'To Interest 


1.500’ 

To Bad Debts Piovlsion: 


‘ 


Required .. 1,100 

(2% on Rs. ,W.0()(l) 

Add Bad Debts .. 800 


Gr, 


By Gloss Piofit b/d. 

By Disfount Received 
By Reserve for Discount on 
Greditors I*);, on Us. 10,000) 


82,750 

400 

160 


Less Existing Pros isioii 


1,900 

600 


T’o Discount Allowed 
To Provision for Discount on 
Debtors (1 % on 55,000 less 1,100) 
'To Insurance: 

Paid 600 

Le,ss Prepaid .. 150 

To Depreciation on Office Furniture 
To Net Profit—transferred to 
Capital Account 


1,300,' 

9.i0 

i, 

■i39' 


450.1 

650.1 

58.321 


83,310 


83,310 


Balance Sheet of Ofaandra ae on 31 at December, 1963 


iMbililks 

! 

Rs. j| 

Asstts 


Rs. 

Bank Loan @ 6% 

Sundry Cremtors 

Less Reserve for Disrount 

lo.ooil 

160 

20,000] 

I 

I3,840j 

I 

I'ixtd duett 

Plant 

I.es-s Depreriation 

70.000 

7,000 

63,000 

12,350 

Capital: 

Balance on Isi,Jan. .. 
.\dd FroRt 

Less Drawings 

80,000 ' 
.58,321 

1,38,321 

4,800 

OlHcc Furnituie 

Less Depreciation 

13,000 

650 

1 

1 

1 

1.33,52L 

i 

Current As5et.s: 

Clash in hand 

Casli at Bank 
.Sundry Debtors .55,000 
I.e.s5 Provision for 

Bad Debts 1,100 

3,500 

7,000 



' 

! 

! 

53,900 

f.ess Provision 
for Dismnnt S39 

.53,361 





.Stock; 

Raw Materials 1,5,000 
Work In progress 11,000 
Ffijislied goods 7,000 






j Prepaid Iiisur.mce 

30,000 

150 

94,011 




t 




1,69,361 

i 

! 


1,69,361 
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Some more illustrations of the Final Accounts arc provided below for study. 


Ulustration 31 

The following is the Trial Balance as at 31st December, 1961. Prepare the Trading 
and Profit and Loss Account and Balance Sheet: 


Stock (1-1-61) 

Sales 

Purchases 

Productive Wages . 
Salaries 

Stores Consumed . 

Carriage Inwards . 
Rent & Rates 
Insurance 
Macliinery 
Building 

Capitallesa Drawings 
Sundry Debtors 
Sundry Creditors 
Secured Loan 
Furniture 

General FiXpcnscs . 
Cadi in hand 
W Debts 
Bank 


Dr. Cr. 

Rs. Rs. 

8.000 

2,20,000 

1,26,000 

56,500 

16,000 

6,050 

3,050 

5,200 

1,320 

52,000 

67,000 

1,45,600 

44,000 

20,000 

15,000 

3,350 

2,600 

1,930 

1,020 

6,580 


4,00,600 4,00,600 


Stock 31st December, 1961.Rs. 20,600. 

You are to make Provisions in respect of the following: 

(1) Depreciate Machinery at 10% per annum. 

(2) Make a provision @ 5 for Bad and Doubtful Debts. 

(3) Provide discount on debtors and on creditors @ 2^%. 

(4) Rent and Rates include Rent deposit of Rs. 400. 

(5) Insurance Prepaid: Rs. 120. 


Solutiou 


Tstading and Profit & Loss Account for the year ended Slat December, 1961 
Dr. Gr. 



Rs. 


Rs. 

To Stock (1-1-61) 

To Purchases ., 

To Productive Wages 

To Stores consumed 

To Carriage Inwards 

To Gross Profit c/d. 

8,000 

1,26,000 

56,500 

6,050 

3,050 

41,000 

By Sales 

By Stock (31-12-61) 

2,20,000 

20,600 


2,40,600 


2,40.600 
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Dr. 

Gr. 

1 

To .Salaries 

To Rent & Rates .. 5,200 

Less Rent Deposit .. 400 

Rs. 

16,QUO 

4,not) 

1,200 

2,600 

1,020 

5.200 

2.200 

1,04.5 

7,43.5 

By Gloss Profit b/d 

By Provision for Discount 
on Creditors @ 24%. 

Rs. 

41,000 

500 

To Insurance .. 1,320 

Less Prepaid Insurance .. 120 

To General Expenses 

To Bad Debts . _ .. 

To Depreciation on Machinery .. 
@10% 

To Provision for Bad Debts on 
Debtors @ 5% 

To Provision for Discount on 
Debtors on Rs. 41,800 @ 24% .. 
To Net Profit transfcried to Capital 
Account 



41,500 

41,500 


Balance Sheet as on Slat December^ 1961 


Liabilitits 

Sundry Crediton 

Less Reserve for discount 

20,000 

500 

R.S. 

19,500 

15.000 

1,53,03.5 

Fixed Assets 

Buildings 

Machinery 

Less Depreciation 

57,000 

5,200 

Rs. 

67,000 

46,800 

3,350 

1,930 

6,580 

Secured Loan 

CaMlal 

Balance 

Add Net Profit for the 
year 

1,43,600 

7,435 

Furniture 

Qirrenl Assets 

Gash in hand 

Biink 

Sundiy DeblOT.s 

Less Provision ht Bad 
Deliis 

44,000 



2,200 





Less Provision for 
Discount 

41,800 

1,045 

40,755 

20,600 

400 

120 




Stock 

Rent Deposit 

Prepaid Insurance 

• ■ 



1,87,535 



1,87,535 


lUnstration 32 


From the following, prepare a Trading and Profit and Loss 
ended 31st December, 1961 and a Balance Sheet as on that date. 


D, Dhanwantri's Capital 
M „ Drawings 
Piani and Machinery . 
Furniture and Fixtures 
Loose Tools 
Goodwill 

Stock (1-1-1961) .. 

Purchases 


Account for the year 


Dr. 

Rs. 

1,000 

50,000 

6,000 

10,000 

5,000 

10,000 

1,06,000 


Or. 

Rs. 


BB,000' 
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Dr. Gr. 

Rs. Rs. 


Sales j. 2,34,000 

Returns—Inwards and Outward. ., 4,000 2,000 

Discounts ■ ■ • • • • • • • • • • • • • • .. 3,000 

Wages and other expenses . 50,000 

Carriage Inwards. 6,000 

Salaries .. • ■ • • - • • • ■ • -. .. .. 20,800 

General Expenses & Insuiaiice. 36,000 

Rent & Taxes . 7,200 

Postage'& Telegrams . .. 2,000 

Packing—Distribution .. .. ... .. 4,000 

Sundry Debtors .. . 24,000 

Q, Barua •• •• -■ . .. 1,000 

Sundry Creditors. 12,000 

Reserve for Bad and Doubtful Debts . 1,000 

Cash and Bank B<-ilances. 7,000 

Bank Overdraft . 10,000 


Rs* 3,50,000 3,50,000 


Adjustments: 

(a) Stock on 31st December, 1961, was valued at Rs. 15,400. 

(i) Depreciation Plant and Machinery at 5% and Furniture and Fixtures at 6%. 
Loose Tools are revalued at Rs. 8,000, 

(c) Provision for Bad and Doubtful,Debts is to be maintained at 5% on Debtors, 
Maintain Provision for Discount on Creditors at !2%. 

(d) Remuneration of Rs. 1,000 paid to B. Barua, a temporary employee stands 
debited to his personal account and the same is to be corrected. 

(«) Unexpired Insurance, Rs. 200. 


Solution 


Dr, Trading and Profit & Loss Account for the year ended 31st December, 1961 Gr. 


To Stock (1-1-1961) 

To Fuichascs .. 1,06,000 

Less Returns Outwards .. 2,000 


To Wages 

To Oarriw Inwards 
To Gross Profit c/d. 


To Salaries ,, 20,800 

Add Salary to B.,B(irua 1,000 


To General Expenses and 
Insurance ,, 36,000 

Less Insurance Unexpired 200 

To Dmreclation on Plant 
& Machinery ., 2,500 

Furniture & Fixtures 360 
Loose Tools ,, 2,000 


1 Rs. 


-ET" 

If 

By Sales .. 2,34,000 

Less Returns Inwards .. 4,000 

By Stock (31-12-61) 

2,30,000 

15,400 



2,45,400 

21,800 

By Gross Profit b/d. .. 

By Discounts ,. 

By Provision on Discount on 
Creditors 

75,400 

3,000 

249u 

35,800 



4,860. 
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Dr. 



Rs. 


To Rent & Taxes 

7,200 


To Posmgc & Telegrams 

2,000 


To Packing 

4,000 


To Provision for Bad & 



Doubtful Debts .. 1,200 



Less Old Reserve .. 1,000 

200 


To Net Profit transferred 



to Capital A/c. 

2,780 


Rs. 

70,040 

Rs. 



1 


Balance Sheet as on 31st December, 1961 


Liabilities & Cafiital 


R,s. 

Assets 


Rs. 

Liabilities 



Fixed Assets 



Sundry Creditors 

12,000 


Goodwill 


5,000 

Less Provision for 



Plant & Machinery 

50,000 


Discount 

240 


Less Depreciation 

2,500 


— 

-- 

11,760 

— 


47,500 

Dank Ovcidrafi 

, , 

10,000 

Furmtuie and Fixtures 

6,000 


Capital 



Less Depiecintion 

360 


Opening Balance 

(18,000 


I,nose Tools — 


5,640 

Less Drawings 

1,00(1 



, , 

8,000 

- 



Cm rent Assets 




87,000 





Add Net Profit 

2,780 


.Sundry Debtors 

24,000 




89,780 

I.ess Provision for Bad 






Debts 

1,200 







22,800 




Cash & Bank Balances 


7,000 




Prepaid Insurance 


200 




Stock 


15,400 


Rs. 

1,11,540 


Rs. 

1,11,540 



---- 





nllustratioa 33 


The following are the balances extracted from the books of Narain Lai on 
31st December, 1962: 


Narain Lai's Capital 
„ „ Drawings 

Furniture and Fittings 
Bank Overdraft 
Creditors 

Business Fremisrs ,, 
Stock (1-1-1962) .. 

Debtors 

Rent from Tenants .. 
Purchases 


Rs. Rs. 

30,000 Sates .. .. 1,50,000 

5,000 Sales Returns. 2,000 

2,600 Discounts (Dr.) . 1,600 

4,200 Discounts (Cr.) .. .. 2,000 

13,800 Taxes and Insurance ,. .. 2,000 

20,000 General Expenses .. ., 4,000 

22,000 Salaries. 9,000 

■ 18,000 Commissiun (Dr.) .. .. 2,200 

1,000 Curt iage on Purchases .. .. 1,800 

1,10,000 Bad Debts written off .. .. 800 


Stock on hand on 31st December, 1962, was Rs. 20,060, Write off dcpi'cciation— 
Business premises, Rs. 300, 

Furniture and Fittings, Rs. 250. 

Make a provision of^5% on Debtors for doubtful debts. Allow interest on Capital at 
5% and carry forward Rs. 200 for unexpired insurance. , , 
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Prepare Trading and Profit and Loss Account for the year and a Balance Sheet 
as on that dale. 

Solution 

Trading and Profit & Loss Account for the year ended Slst December, 1962 


Dr. 

Cr. 



Rs. 

1 


1 Rs. 

To Stock (1-1-62) 

To Purchases 

. 

22,000 

1,10,000 

By Sales 

I.c,s$ Returns 

1,50,000 

2,000 


To Carriage on Purchase 
To Gross Profit c/d 

■ ■ 

1,800 

34,260 

By Cbsing Stock .. 




1,60,060 



1.68,060 

To Salaries 

To Discounts (Dr.) 

To Taxes & Insurance 

Less Insuiance 
unexpired 

2,1)66 

200 

9,000 

1,600 

1,800 

By Gross Profit b/d 

By Kent from Tenants 
By Discounts received 

.. 

34,260 

1,000 

2,000 

To General Expenses 

To Commission 

To Bad Debts 

To Provision for Bad Debts 
To Depreciation on 

Business Premises 
Furniture & Fittings 

To Interest on Capital 

To Net Profit transferred 
to Capital Account 

300 

2S0 

4,000 

2,200 

800 

900 

550 

1,500 

14,910 





Rs. 

37,260 


Rs. 

37,260 







Balance Sheet as on 31st December, 1962 


LiabUitm & Capital 


Rs. 

Assets 


Rs. 

LiabiUlus 

Creditors. 

Bank Overdraft 

: :: 

13,800 

4,200 

Fixed Assets 

Business Premises .. 

Less Depreciation .. 

20,000 

300 

19,700 

.Capital 

Balance on 1-1-162 .. 

Add Interest 
), Net Profits ,. 

30,000 

1,S00 

14,910 


Current Assets 

Stock 

Debtors 

Lest Provision 

io,o66 

20,060 


46,410 


for Bad Debts ., 

900 

17,100 

Less Drawings ,, 

5,000 

41,410 

Unexpired Insurance 

.. 

200 

' 

Ex. 

59,410 


Rs. 

59,410 
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Illustration 34 


The following are the balances of Messrs. IJ. Govil and G, Grovei & Go. on 
30th June, UIW. 


Gash in hand 
Cash at Bank 
Fuu'hasi^ 

Sales 

Returns Inwards Account .. 
Kettiriu Outwards Account 
Waec.s Account 
Fuel & Power .Account 
Caiiiagc on Sales .. 
Carriages on Purchases 
Stock, Istjuly, 1059 
Buildings Account ,. 
Freehold Lund Account 
Machinery Aceount 
Patents Account 
Salaries Account 
General Expenses Account,. 
Insurance 

Drawings by H. Covil 
Diasviiigs by G. Giover 
Cai>ital—B. Govil .. 
Capital—-0. Grover 
Sundry Debioia and Creditors 


Dr. 

ILs. 

540 

2,630 

40,675 

GUO 


Cl. 

Rs. 


98,780 


8,480 

4,730 

3,200 

2,040 

5,760 

32,000 

10,000 

20,000 

7.500 
15,000 

3,000 

600 

3,000 

2,245 

40,000 

31,000 

14.500 6,300 

’1,76,580 1,76,580 


Taking into consideration the following adjustments, prepare the. Trading and 
Profit and LobS Account and the Balance Sheet of the firm. The Partners share profit 
and loss in the proportion: 

B. Govil 2/3 and G. Grover 1/3. 

(fl) Stock on hand on 30th June, 1960 is Rs. 6,800. 

(ft) Machinery is to be depreciated at the rate of 10% and Patents at the rate of 

20 %. 

(f) Salaries for the month of June, 1960, amounting to R.s. 1,500 were unpaid. 

(f/) A Provision for Bad and Doubtful Debts is to be created to the extent of 5% 
on Sundry Debtors. 

' («) The partners are entitled to an interest on their capital balances at the rate of 

5%(Ignore di'awings). 


Solution 

Dr. Trading and Profit & Loan Account for the year ended 30th June, 1960> 


Or. 


To Stock .. 

To Furcliascs 
Less Returns Outwards 

To Carriage Inwards 
To Wages .. ,. 

To Fuel & Power .. 

To Gross Profit c/d.,. 


40,675 

.500 


Rs. 

5,760 

40,175 

2,040 

8,480 

4,730 

43,715 

By S-ilrs. 98,780 

Less Returns Inwards ., 680 

By Closing Stock 

1,04,900 


98,100 , 
6,800 ' 


l,O4,tfQ0-: y 
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Dr, 

Cl. 



Ks. 


Rs. 

To Salaries 

. 15,000 


By Cross Profits h/d. 

43,715 

Add Outstanding .. 

I,.500 

16,500 



To Carnage Outwards 


.3,200 



To General Expenses 


3,000 



To Insurance 


600 



To Depreciation on! 





Machinery 

. 2,000 




Patents. 

1,500 

3,500 



To Interest on 





Govils* Capital .. 

2,000 




To Grover's Capital 

1,550 

3,550 



To Provision for Bad Debts 


725 



To Net Profit transferred 





B. Govil. 

. 8,426.67 




G, Grover 

. 4,213.33 

12,640 





43,715 


43,715 







Balance Sbeet as on 30th Jane, 1960 


LuniLiniis & Cafitai. 


Rs. 

3 

Liabilities 

Sundry Creditors 

Salary outstanding 


6,300 

1,500 

1 

Ga^tal Accounts 

B. Govll^ 

„ Net Profit 

40,000.00 

2,000.00 

8,426.67 




50,426.67 


1 

Less Drawings .. 

3,000.00 

47,426 

67 

Q. Grover 

Opening Balance 

Aid Interest 
„ Net Profits 

31,000.00 

1,530.00 

4,213.33 



Less Drawings ., 

30,736.33 

2,245.00 

34,518 





1 




I 


Assets 

Fixed Assets 

Buildings 
Freehold Land 
Machinery .. 
Less Depreciation 

Patents 

Less Depreciation 


Current Assets 

Sundry Debtors 
Less Provision 
Stock .. 

Cash at Bank 
Cash in hand 


20,000 

2,000 


7.500 

1.500 


14,500 

725 


Rs. 

32,000 

10,000 

18,000 

6,000 


13,775 

6,800 

2,630 

540 


89,745 


loo 

00 

100 

00 


00 

00 

00 

00 


00 
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niuBtration 35 

The following is a Trial Balance extracted from the Books of Bedi 
Slst March, 1961. 


Dr. Balances 


Rs. 

Cr. Balances 

Plant & Machinery 



Capital Account 

Funiituie & Fixtures 


G,BS0 

Sales 

Carriage Inwards 



Purchases Returns 

Salaries . 


7,6.50' 

Sundry Creditors 

Wages . 



Sales Returns 


1,760 


OlRce Expenses 




Fuel, Power & Water 



Factory Rent & Lighting 


^^Bii u tS 


Purchases of raw in.aterial 


1 nf 


Stationeiy & Postage 


1,990 


Sundry Debtors 


29,070 


Stock (1-4-64) 


26,420 


Gash at Bank 

Rs. 

11,590 

2,51,780 



The following adjustments remain to be made: 




89,200 

1,41,350 

8,460 

12,770 


2,51,780 


(а) The stock on Slst March, 1961, was Rs. 21,000 (Finished Goods). 

(б) Outstanding wages amount to Rs. 1,000. 

(«) Depreciated Plant and Machinery @1 12% and Furniture @ 10%. 
(d) Ignore raw material slock. 


Prepare Manufacturing Account, Ti’ading and Profit and Loss Account and 
Balance Sheet. 


Solution 


Dr. Manufacturing Account of Bedl for the year ended Slst March, 1961 CIr. 


To Purcliases of raw material 
Lai Returns 

54,160 

8,460 

Rs. 

45,700 

By Cost of goods produced 
transferred to Trading A/c... 

Rs. 

1,05,940 




To Wages 

Add Wages Outstanding .. 

31,470 

1,000 

32.470 



To Carriage Inwards 

To Fuel, Power & Water .. 
To Factory Rent & 

Lighting .. 

To Depreciation on 

Plant & Machinery 


4,370 

7,200 

10,080 

6,120 




Rs. 

1,05,940 

Rs. 

1,05,940 
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Dr. 


Trading and Profit & Loss Account of Bedi for the year ended 31at March, 1961 Cl. 


K.S 


- 5SZ~' 

26,420 

By Saifs .. 

1,41,3.50 

1,05,9 to 
28,230 

Less Rf turns 

Inwards 

By Closing Stock 

1,760 

1,60,590 



8,170 

7,650 

1,990 

685 

9,735 

^8,230 

— 

By Gross Profit .. 



To Stock (1-4-64) . .. 

To Cost of goods produced 
To Gross Profit c/d .. 


To Office Expenses 
To Salaries 

To Stationery & Postage 
To Depreciation on 
Furniture & Fixtures 


To Net Profit transferred 
to Capital Account 


RsT 

1,39,590 

21,000 


1,60,590 


28,230 


28,230 


Balance Sheet of Bedi ag on Slat March, 1961 


LuAUities & CapiUd 



Assets 



LiabUiias 

Outstanding Wages 
Sundry Creditors 

Rs. 

Us. 

1,000 

12,770 

Fixed Assets 

Plant Sc. 

Machinery 

Less Depreciation 

Rs. 

51,000 

6,120 

Rs. 

44,880 

Capital 



Furniture & 

Fixtures _ ,. 
Less Depreciation 

6,050 

685 

6,165 

Opening Balance ,, 

Aad Net Profit 

.. 98,200 

.. 9,735 

98,935 

Current Assets 

Sundry Debtors 

Stock .. 

Cash at Bank 


29,070 

21,000 

11,590 





Rs. 

1,12,705 


Rs. 

1,12,705 








EXERCISE X 

1. What is meant by the terra “Provision”? What are the steps necessary 
for the creation and maintenance of the Provision for Doubtful Debts ? 

2. Why is a Provision for repairs and renewals made ? How is it maintained ? 

3. Why is correct valuation of stock necessary? What principles will you 
keep in your mind while making a valuation of stock? 

4. What is the meaning of “Cost” ? What are the various bases on which 
cost of stock may be calculated? Briefly explahi each one of them, 

5. On 31st December, 1960, Suui'y Debtors of a firm stood at Rs. 50,000. 
The firm made a Provision for Bad Debts at 5%. During 1961, the bad debts written 
off were Rs. 1,200. On 3Ist December, 1960, Sundry Debtors totalled Rs. 45,000. 
Assuming that the same rate is maintained for Provision for Bad Debts, give journal 
entries and the necessary ledger accounts for both the years. 
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6, On IsL Jfiiuiaiy, I9fi4-, the Provision Ibi Discount on Creditors stood at 
Rs. 950. Discount received during 1964 was Rs. 1,250. Creditors on 31st December 
1964 tatalled Rs. 28,000 on which it is dc.siied to create n Provision @ 'l\%. Give 
journal entries and the necessary ledger aeronnt.s. 


7. On 1st January, 1964, the Provision for Bad Debts and the Provision foi 
Discount on Debtors stood at Rs. 1,600 and Rs. 768 respectively. During the year 
the Bad Debts amounted to Rs. 1,000 and discounts allowed totalled Rs. 790. On 
31st December, 1964, the Debtors totalled Rs. 45,000. The Provision for Bad Debts 
and the Pittvision for Discount on Debtors are maintained at 4% and 2% respectively, 
Show the necessary ledger ac-counts and pass the relevant journal entries. 

8. The following figures arc given: 


Provision for Doubtful Debts on 1st,Jnnuiiry, 19G3.. .. . .. .. .. j Qgjj 

Provision foi Discount on Debts on 1 si.January, 1963 .. .. .. .. *475 

Provision for DiscoutU on Ci'ctlitors on la .January, 1963 . 550 

Bad Debts written off during 1963 .. .. .. .. ,, . ,, ,, gjg 

Discount allowed to Debtor."! during 1963 .. ., . .. .. 545 

Discount received fiom Creditors during 1963 . B 40 

Total of Debtors on 31st December, 1963 . 15,000 

Total of Creditors on 31 "It December, 1963 . 21,000 


The Provision for Doubtful Debts Is to be maintained at 5% of the Debtors 
and the Provision for Discount on Debtors at 2%. The Provision for Discount on 
Creditors is to be maintained at 3%. 


Give journal entries and ledger account fi>r the three Provisions. Also show 


how the debtors and rreditors will be .shown in llie Balance Sheet on 31st December, 
1963. 


9. From the following prepare the Trading Account for 1964. 

Rs. 

Opening Stock on 1st .January. 20,000 

Purchases during 1964 90,000 

Sales 1,20,000 

The firm makes a clear gross profit of 30% on sales. (Closing stock, 
Rs. 26,000) 

{Hint: Put 30% of salc.s as gross profit on the debit side; the balancing figure is the 
closing stock.) 

10. Prepare the. Trading Account from the following for 1963: 


Rs. 

Opening Stock on 1st January, 1963 ., . 15,000 

Purchases during the year . 85,000 

Closing Stock on 3Ist December, 1963 . 20,000 


Gross Profit Is earned at 30% on cost. (Sales are Rs. 1,04,000) 

(/fifll; Cost of goods sold is Rs. 80,000, i.e., ope.mng stock plus purchases minus 
closing stock. 30% of this is gross profit. Sales will be Rs. 80,000 plus gross, 
profit). 

11. On 1st January, 1964, Jogindra storied a trading business, After one 
year’s working, on 31st December, 1964, he finds that his sales have exceeded his 
purchases by Rs, 9,000. The value of his closing stock is Rs. 11,000. He maintains,; ^ 
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a gross profit of 10% on sales. Prepare his Trading Account for the year ended 
31st December, 1964. 

{Hint: The credit exceeds debit side by Rs. 20,000 (Rs. 9,000 plus R.s. 11,000). 
This is Gross Profit. Sales are 100/10 ol Gro.ss Profit. Purchases are 
Rs. 9,000 less than Saks). 

12. On 31st December, 1963, Sundry Debtors in the books of S.G. Gupta 
stood at Rs. 24,000. On that date a Provision for Bad Debts and a Provision for 
Discount on Debtors were created at 5% and 2% respectively. In the year 1964, the 
actual bad debts amounted to Rs. 970 and the discount.s allowed to debtors totalled 
Rs. 710. On 31st December, 1964, it was decided to maintain Provision for Discount 
on debtors at 3%. Reserve for Bad Debts continued to be maintained at 5%. The 
debts on this date were Rs. 29,000. You are required to pass journal entries, 
prepare Ledgci Accounts and show the relevant entries in the Profit and Loss 
Account and the Balance Sheet for both the years. 

13. While preparing his final accounts on 31st April, 1964, Ashoka finds 
that the following adjustments have Mill to be made. Pass the necessary journal 
entries. 

(a) During the year insured goods worth Rs. 1,400 were destroyed by fire. 

(A) Goodwill appearing in the books at a figure of Rs. 2,500 is to be written 
off. 

(c) A fire insurance policy was taken on 1st January, 1964, and an annual 
premium of Rs. 300 was paid on that date. 

(d) Provide depreciation at 10% on machinery valued at Rs. 40,000. 
Furniture appearing at a figure of Rs. 5,000 is to be depreciated at 5 per 
cent. 


14. The following balances appeared in the books of a merchant on 31st 
December, 1959: 


Buildings .. 
Motor Trucks 
Furniture 
Debtors ‘ .. 
Greditois .. 
Stock 

Cash in Hand 
Cash at Bank 
Bills Receivable 
Bills Payable 
Purchases.. 
Sales 
Capital 


Rs. 

70,000 

Carriage Inwards 

Rs. 

.. 1,291 

12,000 

Carriage Outwards 

800 

1,640 

Provision for Bad Debts 

.. 1,320 

LB,600 

Establishment .. 

. .. 2,135 

18,852 

Insurance 

783 

15,040 

Interest (Cr.) 

340 

988 

Bad Debts 

613 

14,534 

Audit Pees 

.. .. 400 

5,844 

General Charges .. 

.. 3,950 

6,930 

Travelling Expenses 
Discount (Dr.) ,, 

.. 325 

83,522 

1,21,850 

.. .. 620 

' Investments ., 

.. 8,922 

92,000 

Sales Returns ,. 

285 


Prepare the Trading and Profit and Loss Account for the year ended 31st 
December, 1959, and a Balance Sheet as on that date after taking the following 
matters into consideration: 

(a) Stock on 31st December, 1959, amounted to Rs, 15,500. 

(A) Depreciate Motor Trucks @ 20% and Furniture @ 10%, 
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(c) Write* off a lurtlier sum ol Rs. 100 as bad debts and maintain Bad Debts 
Provisiem at 5% on Deblnis. 

{tl) Unexpired Insurance, Rs. 150. 

(fi) Interest at’CMicd oil investments, Rs. 120. 

{Ans: Gross Profit, Rs. ?5,5,212; Net Profit, Rs. 24,077; Balance Sheet 

Rs. 1,41,R.50). 

15. 'I’hc' following baliincrs ivcn* extraeleil IVnni the books of Harisli Chandra 


on 31st March, 1958: 



Ka. 

Capital .. .. .. .. 2 h-lOO 

Drawiai,"!. . 2,900 

Geacnil Expenses .. ., 2,.'j00 

Buildings .. .. .. .. 11,000 

Machinei 7 9,310 

Stock .. .. .. .. 10,200 

Power .. .. , ■. .. 2,240 

Taxes and Insurance .. .. 1,31.*) 

Wages . 7,200 

Debtors.. (j,2fl0 

Crcditofs .. .. ., ., 2,500 

Bad Debt's . 

Loan 

Sales 

Piircbasc's 

Motor Gar .. ,. 

Bad Debts Provision .. 
Commtsslon. (Cr.) .. .. 

Car Expenses 

Biils Payablf 

Cash 

Bank Overdraft 

Charity .. 

B.S. 

7,880 

65,360 

47,000 

2 , 000 ...^ 

9001'" 

1,320 

.. 1,800 
3,850 

80 

3,300 

105 

Prepare the final accounts for the 

year ended on 31st March 

, 1958, after 


giving effect to the fijllowing adjustments: 

(a) Stock on 3Ist Marcli, 19511, was valued at Rs. 23,500. 

(b) Write off .a further R.s. 160 as bad debts and maintain the Bad Debts 
Provision fit 5% on Debars. 

(c) Ucprcciate Machinery at 10% and Motor Oar at 12 per cent. 

(</) Provide Rs. 750 for outstanding interest on I.oan and Overdraft. 

(Am : Gross ProHt, Rs. 16,220; Net Profit, Rs. 9,780; Balance Sheet Rs.50,560). 

16. The following is the Trial Balance of R. Rnstamji as at 31st March,1953, 
You arc required to prepare, the Trading and Profit and IjOss Account for the year 
ended 31st March, 1953, and the Balance Sheet as .it that dale. (R. Rustamji charges 
intci'cst at 5% per annum on the capital invested in the business). 

Dr. Balatuns Cr, Baknets 


Opening Stock 

* « 1 

• • at 


R.S. 

.. 30,000 

Rs. 

Sundry 17ebtors 

• a t 

• p « ♦ 


25,000 

15,000 

Sundry Crcdilnrs 


* • * * 


Bills Receivable 




!! 7,500 

Bills Payable 

< • « 



5,500 

Purchases 

• • » 



!! 90,000 


Sales 

i * • 

a 1 • ■ 


1,72,000 

Returns 

4 ■ « 

• * • » 


!'. 750 

550 

Discounts 


» • • # 


250 

300 

Plant and Maclunery ,. 


• « «■ k 


85,000 


Fumiturcand Fixtures. . 


• • k t 


3,500 


Wages .. 


■ a s • 


15,000 


Salaries 


a • IP 


18.000 


Freehold Premises 


a • a a 


50,000 
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Capital Account 
Carriage Inwards 
Carriage Outwards .. 

Bad Debts Provision .. 
Telephone and Electric Charges 
Cash at Bank 

Cash in Hand . • • • 

Commission ■ • _ 

Miscellaneous Revenue gams 
Bank Overdraft 
Repairs 


Dr, liiitancet Cr. Balancer 


Rs. 

1,200 

1,500 

Rs. 

,50,000 


550 

1,000 


1,200 


500 

14,500 

3,500 

20,000 

1,500 


2,81.900 2,01,900 


The following additional information Ls supplied: 

(a) Closing stock amounted to Rs. 50,000. 

(b) Depredate Plant and Madiinery 10% and Furniture and Fixtures 
at 20%. 

(c) Bad Debts Provision to be adjusted to 2'J% on Sundry Debtors. 

(d) Outstanding liabilities to be provided for wages, Rs. 1,000 and for 
salaries, Rs. 500. 

(e) Interest on Bank Overdraft at 5% due for one year but remains unpaid. 
{Ans; Gross Profit, Rs. 84,600 j Net Profit, Rs. 72,375; Balance Sheet, 

Rs. 1,67,875). 

17. From the following Trial Balance of St\ri Narain Swami as at 31st 
December, 1960, you arc required to pi eparc a Trading and Profit and Loss Account 
and a Balance Sheet as at that dale, after making the necessary adjustments. 


Dr. Balances 


Rs. 

Cr. Balances 

Rs. 

Drawings Account .. ., 


15,000 

Capital Account 

.. 1 , 20,000 

Land and Buildings ., ,. 


67,000 

Sales Less Returns .. 

.. 1,35,000 

Plant and Machinery ., 


.53,000 

Provision for Bad Debts 

1,000 

Furniture and Fixtures 


5,000 

Loan from S. Bancrji at 6 % 


Sundry Debtors 


18,400 

taken on 1-7-1960 .. 

30,000 

Purchases Less Returns 


42,000 

Sundry Creditors 

12,000 

Freight, Duty etc. 


15,500 



Mascellaneous Office Expenses 

« ■ 

2,400 



Bad Debts 


400 



Interest on Loan 


900 



Stock of Goods (1-1-60) 

■ • 

21.300 



Wages 


49,000 



Salaries 


6,800 



Cash 


880 



Advances against Wages .. 


420 





2,98,000 


2,90,000 

(a) The stock of goods 

on’hand 

on 31st December, 1960, 

was valued at 


Rs. 30,000. 


(4) Of the Sundi-y Debtors, Rs. 400 are bad and are to be written off. The 
Provision for Bad and Doubtfid Debts is to be maintained at 5% on 


debtors. 
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(c) Plant and Machinery has been wrongly debited with the value of goods 
in trade purchased, Rs. 8,000. 

(cl) The proprietor withdrew goods worth Rs. 2,000 for private use but no 
record was made for it. 

(r) Depreciate land and buildings at 4%, plant and machinery at 10% and 
furniture at 6%. 

(Alls : Gross Profit, Rs. 31,200; Net Profit, Rs. 12,920; Balance Sheet, Rs 1,57,920. 

18. From the following Trial Balance as on 31st December, 1955, prepare a 
Manufacturing Account, Trading and Profit and Loss Account and Balance Sheet. 


/Jc. Balances 

Purchases of raw materials 
Productive Wages 
Salaries 

Trade Expenses 
Carriage Inward 
Rent and Rates 
Cash at Bank 
Funiilure 
Mortgage Iiilcrcsi 
Buildings 
Machinery .. 

Stock (1-1-19S5) 

Sundry Debtors 


Rs. 

l,G6,QQ0 

16,000 

1.6,000 

10,550 

2,250 

6,325 

29.775 

2.500 

1.500 
.50,000 
1.5,000 
57,500 
31,00 0 

4,04,200 


Cr. Balances 


Mortgage Loan 
Capital 

Sundry Creditors 


Rs. 

2,30,000 

30,000 

1,23,200 

21,000 


4,04,200 


Depreciate buildings at 5% and Machinery and Furniture at 10%. The 
factory is housed in the owned buildings whereas the office is housed in a rented 
building. Closing stock of raw materials was of Rs. 4,050 aiul that of finished goods 
was Rs. 60,000, There was no opening stock of raw maicriaLs. 

Cost of goods produced, Rs. 1,85,000; Gross Profit, Rs. 47,500; Net 

Profit, Rs. 13,875; Balance Sheet, Rs. 1,88,075). 

19, Prepare the Manufacturing Account, Trading and Profit and Loss 
Account and Balance Sheet from the following Trial Balance extracted from the 
books of Jawahar on 31st December, 1963. 


Debit Balances 

Owning Stock 

Raw Material. 

Rs. 

Credit Balances • 

Rs. 

8,400 

Capital Account 

70,000 

Work in Progre.'s .. 

8,000 

Sundry Creditors 

11,000 

Finished goods 

11,500 

Sale of finished goods 

., 1,57,900 

Power . 

800 

Sale of scrap etc. 

Bank Overctraff: 

3,000 

Freight; Inwards. 

2,000 

6,600 


Repairs to Plant 
Rent; Factory 
Office 

Salaries; Factory 
Office 
Purchases 
Wages 

Sundry Trade Expenses 
Sundry Debtors 
Office Furniture 
Plant and Machinciy 


1,000 
6,000 
3,000 
2,400 
12,000 
BO.OOO 
8,000 
15,000 
30,000 
10,000 
50,000 
1,48,.500 
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The slock on 31st December, 1963 was: Rs. 

Raw Material .. ., .. .. .. 7,800 

Work in Progress. 6,000 

Finished Goods . 12,500 


Depreciate Furniture by 5% and Plant and Machinery by 10%. 

(Atu; Cost of goods produced, Rs. 1,04,800; Gross Profit, Rs. 54,100, Net 

Profit, Rs. 23,200; Balance Sheet, Rs. 1,10,800). 

20. Correct the following errors by suitable journal entries and state how 
they afiect the Final Accounts: 

(i) Gupta’.s account has been debited with Rs. 25, this being the discount 
allovs’ed to him. The amount has been correctly entered in the Cash Book. 

(ii) Furniture for office use purchased for Rs. 1,500 has been entered in the 
Purchase Book. 

(iii) A sale ofRs. 185 to Aggarwal has been credited to his account as Rs. 158. 

(iv) The total of the Sales Book is Rs. 100 short. 

(v) Goods returned to Ram, Rs, 60, have been entered in the Return Inwards 
A/c. , 

(vi) Furniture purchased for Rs. 1,120 for proprietor’s personal use has been 
debited to General Expenses A/c. 

(vii) Amount received, Rs. 150, from Gopi whose account was previously 
written off as bad has been credited to him. 

(viii) Rs. 300 received from M. Roy has been debited to N. Ray. 

(ix) Purchase oi’typewriter for R.s. 980 for oIRce u.se has not been entered at 
all in books. 

(x) A cheque drawn in favour of the petty cashier for Rs. 100 has not been 
posted in the Petty Gash Account. 

21. Correct the following errons by means of suitable journal entries. Also 
state how they affect Final Accounts. 

(a) Repairs to motor car, Rs. 540, debited to Motor Car A/c as Rs. 450, 

(i) Goods sold to Mohan, Rs. 600, entered in Purchase Book. Mohaii’s 
Account stands debited with Rs. 600, 

(c) Soni’s Account has been debited with Rs. 195 for goods purchased from 
him for Rs. 159. 

((/) Sales Book has been totalled Rs. 1,000 excess. 

(«) A sale of Rs. 310 to Puri has been entered in the SalesBook as Rs. 300.10. 

(/) Office Furniture sold, Rs. 400, has been entered in the Sales Book, 

(g) Salary paid to Krishan, Rs. 200, has been debited to Ids account. 

(A) Freight paid on machinery purchased, Rs. 1,000, has been debited to 
Railway Freight A/c. 

(i) The total of the Discount column (Cr.) in the Gash Book is Rs, 10 short. 

(j) A sporting gun for Rs. 200 purchased for the proprietor’s son has been 

debited to Office Equipment A/c. .... 



CHAPTER XI 


Bills of Exchange and Hundies 


A supplier iniiy deliver goods to the buyer on payment of cash or he may allow 
I rcilit for a certain period of lime. In the latter e.ise, the payment of the price of the goods 
by the buyer is postponed for an agreed period, say, three months. But the supplier would 
like to have a written undertaking by ihe buyer to pay the amount on the agreed date. 
The document most commonly used ibr this purpose is called^ Bill of Exchange. It is a 
document on which the creditor (the supplier ofgtiods) instructs the debtor (the buyer of 
goodsl to pay the amount stated thereon on a .specified date to him or to his order or to 
the bearer. The debtor signifies his umlcrt.ikingJo pay by signing his navne across the face 
of the bill. In thi.s way, the supplier obtains a document containing a promise by the buyer 
to pay the price; and if li<' fails to pay, the supplier can sue him in a court of law. In the 
mesuttime, howt'vcr, the supitlicr c..ui take the bill to liLs banker, who will discount it 
and pay the amcjimt of the bill k.ss bus commission. The bill of exchange and other similar 
dneurneuts are dealt with in the Negotiable Instruments Act, and we proceed to discuss 
them in the present chapter. 

D^nilwn: 

BILL OF EXCHANGE 

The Negotiable Instruments Act define.s a bill of exchange as an “instrument in 
writing containing an unconditional order signed by the milker directing a certain person 
to pay a certain sum of money only to or to the order of a certain person or to the bearer 
of the instrumejit”. The orch’r i.s a mere “draft’* till it is accepted. When such an order or 
th'aft is accepted, by ivriting (ju the face of tlic order itself, it becomes a bill of exchange. 
Suppose A orders B to pay Rs.500 three mouths after date. B docs not accept the order. 
It is then not a bill of exchange. But if B accepts this order by signing his name, then it 
will be a bill of exchange. Tlic following is a specimen of a properly drawn bill of exchange: 

Us. 1,000 UfUu, 

I ” " I ' November 25, 1964. 


Simp 


Three munclu after date p.iy M/s. llAin bal & Sons or order die sum of one diousand rupees, 
value received.* 

R, L. Atora 
To 

M/s. Harnarain & Co., 

Chawari Baaar, 

Delhi-G. 


* The words "value received" show that the order i* being made for some service rendered hy, 
penon making &e order, and that oonstdrmtinn ?« 
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This will be sent to M/s. Hamaraia & Go. If the order is acceptable to them, they 
will write across the order as under; 


(3 

•S 

s 

^ 5 




I 


K 

Now it contains a promise on the part of M/s Harnarahi & Co,, to pay the amount 
and, therefore, it will be treated as a proper bill of exchange. One should note that: 

1. A bill of exchange must be in writing. 

2. It must be dated. 

3. It must contain an order to pay u certain (definite) sum of money. 

4. The money must be payable to a definite person or to his order or to the bearer. 

5. The draft must be accepted for jDayment by the party on whom the order is made. 


Parties 

The party which makes the order is known as the drawer; the party which accepts 
the order is known as the acceptor and the party to whom Uie amount has to be paid is 
known as the payee. The drawer and the payee ^n, of course, be the sarnc party. 

A foreign bill of exchange is gmierally drawn up in triplicate. Each copy, called 
a via, is sent by separate post so that at least one copy reaches the intended party. Of course, 
payment will be made only on one of the copies and when such payment is made, the 
other copies become useless. The following is a specimen of a foreign bill of exchange; 


Ahmedabad, 

Rs. 5,000 September 10, 1964. 


Stamp 


Ninety days after sight of this First of Exchange (second and third of the same tenor and date 
bemgunpaid),pay to the orderofM/sBhatia and Sons, London, the sum of Rs. 5,000 only, value 
received. 

Robinson & Sons. 
To 

M/s Blue & Bird, 

Handsworth, Birmingham. 


According to Section 12 of the Negotiable Instruments Act, all instruments which 
are not inland are foreign. The following are examples of foreign bills: 

1. A bill drawn in India on a person resident outside India and made payable outside 
India, 

2. A bill drawn outside India on a person resident outside India. 

3. A bill drawn outside India and made payable in India. 

A bill drawn outside India and made payable outside India. 
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PROMISSORY NOTES 

A promissory note is an instrument in writing, not being a bank note or a currenc 
note,* containing an unconditional undertaking signed by the maker to pay a certain sum 
of money only to or to the order of a certain person. Under Section 31(2) of the Reserve 
Bank of India Act a promis.sory note cannot be made payable to bearer. A valid promissorv 
note has the following characteristics: 

1. It must be in writing. 

2. It must contain a clear promise to pay. Mere acknowledgement of a debt is not a 
promise. 

3. The promise to pay must be unconditional. “I promise to pay Rs. 500 as soon as 
I can” is not valid since it is not an unconditional promise. 

4. The promisor or maker must sign the promissoiy note. 

5. The maker must be a certain person. 

6. The payee (the person to whom payment is promised) must also be certain. 

7. The sum payable must be certain or definite. “I promise to pay Rs.SOO plus all 
fines” is not certain. 

8. It cannot be made payable to bearer. 

9. Payment must be in legal money of the country. 

10. It should be properly stamped. 


Specimen of a Promissory Note 

Amritsar, ,.'j 

July 10, 1964. 

Rs. 5,000. . 

Three months after date we promise to pay M/s Gopinath Ik Go.,’.' 
or order the sum of five thousand rupees with interest at six per cent per annUto ' 
for value received. 



. i 


* Sham Sunder & Sons 

/ 

Sham Sunder & Sons are the promisors while M/s. Gopinath & Co., are the payc^. 


HttndUes 


. ^ 
- hr 


Instruments drawn in Indian languages and made payable according to the custon^^^«: 
prevailing in the local markets are known as bundles. The practical effect of hundi'es is,', 
the same as that of bills of exchange or promissory notes. ' 


* A cuneaoy note h really a ptomuiory 
fall within die scope of Promissory N( 


note signed by the Reserve Bank of India. But it does’^u^ 
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Importance in Trade 

Bills of exchange and promissory notes have helped very greatly in the smooth flow 
of trade. Suppliers of goods are often willing to extend credit on the basis of a properly 
signed (or accepted) bill of exchange. A promise in the ordinary way on the part of the 
buyer may not be acceptable to the supplier. If A wishes to buy goods on credit for 3 
months from B, B may not agree unless A accepts a bill of exchange drawn on him. This 
is because B can still get the money immediately by going to his bank and getting the bill of 
exchange discounted. In other words, A*.s bank will be willing to pay to A the amount 
of the bill of exchange after deducting a small sum as discount (based on the current ■ 
rate of interest)*. By doing so, the bank will acquire the rights of A against B and will 
receive the whole amount from B at the end of the three months. In this manner, the 
supplier can receive his payment immediately without the buyer having to pay immediately. 
The buyer can enjoy credit without inconvenience to the supplier. This enables one to 
buy apd sell goods in large quantities. Thus thei-e is encouragement to trade. 

Payment to a party can be made by buying that party’s bill of exchange or pro¬ 
missory note. In the example given above M/s Sham Sunder & Sons have signed a pro¬ 
missory note for Rs. 5,000. Suppose M/s Radha Lai & Go., owe Rs. 5,000 to M/s Sham 
Sunder & Sons. M/s Radha Lai & Co,, may get the promissory note in question and send 
it to M/s Sham Sunder & Sons . This will discharge tlie obligation of M/s Radha Lai & 
Co., to pay the amount. In foreign trade this practice is very helpful and obviates re¬ 
mittance of money fi-ora one country to another, Suppo.se A in Bombay sells goods worth 
Rs. 10,000 to B in London. B accepts a proper bill of exchange. Then X in Bombay buys 
goods worth Rs. 10,000 froih Y in London. Payment can be made by X by purchasing 
B’s acceptance (thus paying the money to A) and sending it to X. Y will present.the bill 
to B for payment and thus will receive the amount. This avoids double remittance of 
money ^from B to A and from X to Y. This buying and selling of bills of exchange is 
facilitated by the existence of a market for this purpose. 

An accepted bill of exchange is a proof against the acceptor. Courts will order him 
to pay the-amount on thebasis of this acceptance alone—^further proof of the amount 
due from him is generally-riot required. But what helps in transfer of bills of exchange 
from hand to hand is the fact that a person receiving a bill of exchange normally acquires 
a good title to it even if the transferor did not have a valid right to the bill. The receiver 
or transferee must fulfil certain conditions to have a good title. These conditions are: 

(1) he must have received it in good faith, that is, he must not be aware of any 
defect in title of the transferor; 

(2) he must have received it for consideration and not free; and 

(3) he must have received it before the date of maturity, that is, before the due 
date of payment. 

^ A holder who fhlflls .these conditions is called “a holder in due course”, A holder 
w presumed to be a holder in due course unless proved otherwise. The main point is that' 
a holder in due course always receives a good title even if the title of the transferor was 


Surely the bank will not be willing ifiit does not hpe confidence in A.qs p. 
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defective. In other ^vords, the liolder in due couise can claim payment even if it could 
have been refused to the tran.s{eror. This chief chararteri.stic of bills of exchange or 
promissory notes makes them so readily acceptable to people, specially banks, This 
characteristic is the ncfiotiability of the bill of exchange, A holder in due course has as 
valid a title to a bill of exchange as one has to a currency note. 

Endorsement 

A bill of exchange can be transferred by one parly to another by endorsement 
and delivery (unless it is payable to bearer, when delivery alone is sufficient). Endorsement 
means writing at the back of the bill instructions to the effect that it should be paid to 
so and so and then signing it, If, in the example given above, Mjs Gopinalh & Go. wish 
to transfer it to M/s Radha Lai & Co., they will write at the back the following: 

Pay to Mjx Radha Lai & Cn.y 
For Mjs Gopinatli & Co., 

Gopinalh 

Farmer. 

If the note is then handed over to M/.*) Radha Lai &. Co., the negotiation or transfer 
is complete. 

An endorsement has to be signed properly. It is the payee (or endorsee) who 
can endorse and hence the endorsement must be in their name. Suppose the above note 
had been endorsed as follows: 

Pay to Mjs Radha Lai & Co., 

Gopiiuith 

Partner, 

A//.( Gopinalh & Co. 

The endorsement would have been irregular bccau.se Gopinalh is not signin g on 
behalf of M/s Gopinath & Co. The signatures must be witli the same spelling as given 
by the drawer or endorser. 

Types of Endorsements 

The following arc the types of endorsements: 

(rt) BLANK OR oENEBAi.—whcn the paycc merely signs his name ; the note or bill 
of exchange then bccomc.s payable to bearer. 

(b) sPEciAi. OR FULL -wlicn tbc party to whom tlie bill has to be paid is mentioned 
(as m llie example given below). 

(c) UESTRtni'iVK—when further negotialkm i.s prohibited, 

EXAMPLES; 

Pay to M/a Radha Lai & Co,, only 

Pay to M/s Radha Lnl & Go., for our use 

M/s Radha Lai & Co., cannot endorse the note furthei*. 

(d) aoNDiTioNAL OR qiiiALnaEU—^when some condition is attached. 
example: 


Pay C on his marrying B. 
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(fi) SANS RECOURSE —^when the endorser passes on the note or bill on condition 
that he will not be held liable if it is dishonoured. 

(/) facultative —when the endorser give.s up some of his rights, e.g., the right 
to receive notice of dishonour. 

(g) partial —when only part of the amount is transferred. 

An endorsee may, of course, refuse to accept bills or notes carrying endorsements 
covered under (e), (d), (e) and (g). 

Liability of Endorsers 

As regards third parties, at least two parties will be liable on a bill of exchange or 
promissory note. In case of a bill of exchange, if the acceptor does not pay, the amount 
can be recovered from the drawer or the payee or any of the endorsers. In the same way, 
on a promissory note, the primary liability is that of the promisor. But if it has been 
endorsed, the endorser is also liable to subsequent endorsees. Each endorser is liable 
to parties coming after him. 

Date of Maturity 

The date of maturity will be determined according to the tenor of the bill, adding 
three days for grace. Thus, if a bill dated 25th June is accepted for three months, it will 
be due for payment on 28th September, i.e., 25th September plus three days. 

Discounting of Bills 

When the bill is taken to a bank and cash is received against it, the act is known 
as discounting. The bank will always deduct a small sum depending upon the rate of 
interest and the period of maturity. If, for instance, a bill for Rs. 6,000 payable after 
three months is discounted at nine per cent per annum, the amount of discount will be 
Rs. 135, i.e., 6000 X 9 X 3 

~”l00 X 12 ' 

The student must always be careful to calculate the discount with reference to the period 
still to be run. If the bill has been discounted after one month of its receipt, that is to say, 

■ if the bill has to run only for two months, the discount will also be for a period of two 
months. In that case it would be Rs. 90 in the above example. We will now see what entries 
have to be passed in books of account. We shall first see how transactions relating to bills 
of exchange or promissory notes can be passed through the journal. 

Record of Bills of Exchange and Promissory Notes 

A party which receives a promissory note or receives an accepted bill of exchange 
will treat these as a new asset under the name of “Bills Receivable”. The debt due from 
the acceptor or promisor is considered as extinguished (conditionally). A party which 
issues a promissory note or accepts a bill of exchange will treat it as a new liability under 
4e heading of “Bills Payable”. The liability due to the party to whom the bill is given 
is considered as discharged (conditionally). Wesliall first deal with entries in the books 
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of the party which receives promissory notes or bills. (^Vhcn we talk of bills, we include 
the teim piomissory note also). There are three .stages for record of transactions-—(a) 
receipt; (A) on ciidorsemeiil or discounting; and {c) on maturity. 

1, On Rercipt of a bill; 

Debit Bills Receivable Acccjimt, and 

Cicdit the party from whom the bill ha.s been icccivcd. 

examples: 

A cie.rcpts a bill <if exchange drtiwii on him by B. In the books of B the entry 


will be: 


2 . 

will be; 


Bills Receivable AccoittU Dr. 

To A. 

A sends to B acceptance of D. In this case, also, the etitry in the books ofB 


Dr. 


Bills Receivable Account 
To A. 

II. The person who receives the bill has three options. These arc: 

(i) He can hold the liill till niaivirily (naturally, in this case no further entry is 
necessary until the date of maturity arrives*). 

(ii) The bill can be endorsed in favour of another party. In that case— 

Debit the party which now receive.? the bill, and Credit the Bills Receivable 
Account. 

Suppose B semis to A acceptance of C. In that case the entry (in the boob 
of B) will be: 

A Dr. / 

To Bills Receivable Ajc 

(iii) The bill of exchange can be discounted with a bank. The bank will deduct ^ 
a small sura of money as discount and pay the rest of the money to the client. 
In thi.s case cash l.s received, the bill receivable is given up and, in the bargain, 
there is a small loss. The entry will therefore, be; 

Cash Account Dr. (witli the amount actually ; 

received). f 

Dr. (sviih the amount of loss or ' 
discount). ' ( ’ 

To Sills Receivable Account Dr. (with the amount of the bill), 

III. On the date of maturity there will be two possibilities. The first possibility;- 

is that the bill will be paid, that is to say, met or honoured. The, entries for this willdepen^^ 
upon svhat was done to the bill during the period of maturity. If the bill was kept, illi^ 

cash will be received by the party svhieli orginally received the bill. In his books, tht|re'-fj 

fore, the entry will be: 

Cash Account Dr, 

To Bills Receivable Aje, ' 


Discount Account 


* However, see page 220. 
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But if h® ali’s^idy endorsed the bill in favour of his creditor or if the bill has, 
been discounted with the bank, then he will not receive the amount j it will be the creditor 
or the bank which will receive the amount. Therefore, in these two cases, no entry will be made 
in the books of the party which originally received the bill. 

The second possibility is that the bill will be dishonoured, that is to say, the bill 
will not be paid for. If the bill is not dishonoured, the bill becomes useless and the party 
from whom the bill was received will be liable to pay for the amount. Therefore, the 


following 

entries will be made; 


1. 

If the bill was kept till maturity- 



Theparty giving the bill 

Dr. 


To hills Receivable Account. 


2. 

If the bill was endorsed in favour of a creditor- 



The party giving the bill 

To the Creditor, 

Dr. 

3. 

If the bill was discounted with a bank- 



The party giving the bill 

Dr. 


To the Bank, 

Thus it will be seen that in case of dishonour, the party which gave the bill has 
to be debited (because it has become liable to pay the amount.) The credit entry is in the 
Bills Receivable Account (if it was retained) or the creditor or the bank (if it was endorsed 
in their favour.) 


Noting Charges 

It is necessary that the fact of dishonour and the causes of dishonour shoud be 
established. If the acceptor can prove that the bill was not pi-operly presented to him for 
payment, he may escape liability. Therefore, if there is dishonour or fear of dishonour, 
the bill will be given to a public official known as "Notary Public". This official presents 
the bills for payment and if the money is received, he will handover the money to the 
original party. But if the bill is dishonoured, he will note the fact of dishonour and the 
reason given and give the bill back to the client. For this service he charges a small fee. 
This fee is known as noting charges. The amount of noting charges is recoverable from 
the party which is responsible for dishonour. 

, Suppose A received from B a bill for Rs. 4,000. On maturity the bill is dishonoured 
and Rs, 40 are paid as noting charges. The entry is that case will be: 

Rs. Rs. 


B Dr. 

To Bills Receivable Account 
To Cash 

Suppose A had endorsed this bill in fevour of Z. In that 
dishonour would have been: 


4,040 

4,000 

40 

case the entry for 
Rs. Rs. 


B 




Dr. 


« I 


4,040 

. , 4,04P 



ToZ 
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This is because Z will claim Rs. 4,040 from A and X has the right of recover’ 
Rs. 4,040 fiom B. Similarly, if the bill has been cliscounlecl with a bank, the entry will be- 

B Dr. 4,040 

To Bank Account .. .. .. .. .. ^ 0 ^^ 

Renewal of a Bill 


Sometimes the acceptor is unable to pay the amount and he himself suggests that 
he should be given an cxtcu.sioii of time. In such a case, a new bill will be drawn and the 
old bill will be cancelled. If this happens, entries should be passed for cancellation or 
dishonour of the old bill. This is done exactly as already explained for dishonour. When 
the new bill is received, entries for receipt of bill will be repeated. But the acceptor usuaDy 
has to pay interest for the renewal. This should be recorded by the entry: 

Acceptor Dr. 

To Interest Account 

The new bill will be for the amount of the bill originally plus the interest due. 

Illustration 36 


Dutt sells goods worth Rs. 2,000 to Rao on Isl April, 1964. Rao accepts a bill of 
exchange immediately for the amount for three months. Rao meets the bill on the due 
date. Record the trausaclion.s in the books of Dtitl if: 

^1) Dutt retained the bill till maturity; 

(2) Dull endorsed it to his creditor, Sliastri; 

(3) Dull got it discounted at bank for a discount of Rs. 40. 

Solution 

Mote: For the .sake of clarification the journal entries are given in tabular form. The 
student is, however, advised to pass entries in the usual way. 

(Sec Tabic on page 219) 

To continue the above illustration, suppose on maturity the bill is not met and 
noting charges of Rs. 25 have to be paid. In that case the following entries will be necessary 


on 4th July, 1964: 

Cctse {a) Bill retained by Dutt Rs. Rs, 

Rao Dr. 2,025 

To Bills Receivable A/c . 2,000 

T’o Gash . 25 

Rao debited for dishonoured bill and Rs. 25 
noting charges paid. 

Case (i) Bill endorsed to Shastri. 

Rao Dr. 2,025 

To Shastri .•. .. 2,025 

Amount due to Shastri for Rao’s dishonoured 
acceptance and noting charges 
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Case (c) Bill discounted at bank 

Rao Dr. 

To Bank Account 

Amount due to Bank for Rao’s dishonoured 
acceptance and for notinf; charges 

Retirement of Bill 

Retirement of a bill means payment of the amount before the date of maturity 
Naturally this can happen only with the consent of the holder of the bill and the acceptor 
or promisor. Usually, a small sum is deducted by way of interest for the period the bill is 
still to run. Ii‘ a bill is paid one month before it is due, interest for one month will be 
deducted. The holder of the bill passes the Ibllowing entry: 

Cash Account .. .. .. .. .. Dr. (actual amount received) 

Interest Account .Dr. (interest allowed) 

To Bills Receivable Account .. .. (amount of the bill) 

Bills Sent for Collection 

Sometimes the bills on hand are sent to the bank with instructions that on the due 
date the amount should be collected. This does not amount to discounting since the bank 
will not credit the client's account till the amount is collected. The following entries 
are necessary: 

(1) When the bills are sent to bank for collection: 

Bills for CollectioH Afc .Dr. 

To Bills Receivable Ajc 

(2) If the amount is collected: 

Banh Account .. .. .. Dr, 

To Bills for Collection Ajc 

(3) If the Bills are dishonoured; 

The Party Concerned .. ,, .. ., Dr. 

To Bills for Collection ,. 

(4) If the Bank has paid noting charges: 

The Parly Concerned . .. Dr, 

To Bank Account ,. 

Books of Acceptor 

The acceptor is concerned only at the time of the issue of the bill 
and at maturity. 

I. On accepting tltc bill: 

Debit the party at whose request the bill has been accepted, and 
Credit Bills Payable Account. 


(acceptance)'. 


, ' / 'I? 


Rs. 

2,025 


Rs, 

2,025 
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Suppose ‘A’ accepts a bill payable to ‘G’ at the request of‘B/ A’s entry will be: 

B Df- 

To Bills Payable Aje 

II, On maturity, the bill will be either met or dishonoured. 

If the bill has been met: 

Deijit Bills Payable Account and 

Credit Cash Account, or Bank Account as the case may be. 

It will be wrong to debit the account of the party actually receiving the 
payment. 

In case a bill is retired, that is paid before its due date, the entry will be: 

Bills Payable Account .. .. .. .. Dr. (amount of the bill) 

To Cask Account .. .. .. .. (actual amount paid) 

To Interest Account .(Interest allorved by 

the holder) 

If the bill is not met, the party at whose request the bill was issued should be 
credited and the Bills Payable Account debited. In other words, reverse the entry made m 
issuing the bill. If the holder has inciuTcd noting charges also, the Bills Payable Account 
should be debited with the amount of the bill. Noting Charges Account debited with the 
amount paid by the holder as noting charges and credit the party at whose request it was 
originally issued with the amount of the bill plus noting charges. The party will claim 
that amount. 

If the bill is to be renewed, first pass an entry for dishonour or cancellation of the bill 
and then pass an entry for fresh issue. Usually, interest is also payable for such renewal. 

The entry for this is: 

Interest Account .. ,, ,. .. Dr. 

To The Parly Concerned . 

The new bill will be for the amount of the original bill plus interest. 

To continue illustration 36, entries in the books of Rao will be as follows: 



Furebases Acegunt Dr. 

To Dutt 

Goods purchased from Putt, _ 

Dutt Dr. 

To Bills Payable Account 
Bill for Rs. 2,000 issued In favour of P utt. 

Bills Payable Account Dr. 

To Gash Account 

Acceptance to Dutt met on due da te._ 

If the but is ml paid (in all cases) 

4 Bills Payable Account Dr, 

Noting Charges Account Dr. 

To Dutt 

' Amount .due to Dutt for noting charges and ibr 
dishonoured acceptance, 
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4/' 


On IsL February, 1965, X purdiascd goods worth Rs. 1,000 from Y and accepted a 
bill o! exchange for the amount fur 2 months. On dth Fclnuary Y got the bill discounted 
by his bankers for Rs. 905. Bcloie due date X approached Y with a request of renewal of 
the bill for another two months. Y consented on the condition that the new bill will 
include Rs. 20 as interest. The second bill was duly met. 

Pass the necessary journal entries and show ledger accounts in the books of both 
the partie.s. 


Solution 


IN THU BOOKS OF V 


Journal Entries 






Dr. 

Cr. 

Date 

Particulars 


Aniount 

Amount 

1965 




Rs. 

Rs. 

Feb. 

1 

X 

Dr. 

1,000 



To Sales Account 

For credit sales made ici X 


1,000 


a 

1 

Bills Receivable Account 

ToX 

For acceptance for two niontli!i received ftmn X. 

Dr, 

1,000 

1,000 



4 

Bank 

Dr. 

985 




Uiscount Account 

To Bills Receivable Account 

Dr. 

15 

1,000 



For proceed'! of die discuunted bill. 



April 

4 

X 

Dr. 

1,020 



1 To Bank 

To Interest Account 


1,000 

20 





For cancellation of die bill and interest chargeable. 



4 

Bills Receivable Account 

ToX 

For new acceptance received from X 

Dr, 

1,020 

1.020 


June 

7 

Bank Account 

To Bills Receivable Account 

For cash received on maturity of the bill. 

Dr. 

1,020 

1,020 




Ledger Accounts 

Dr. X Gr 


Date 

Particulars 

Amoml 

Date 


Particulars 

Amount 

I9C!) 



Rs. 

1965 



Rs. 

Feb. 

1 

To Sales Account ■, 

1.000 

Feb. 

1 

By Bills R.cceivable ., 

1,000 

ApL 

4 

To Bank ., 

1,000 

Apl. 

4 

By Bills Receivable .. 

1,020 

H 

4 

To Interest Account 

20 








2,020 




2,020 
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Bills Receivable Account Gr. 


Date 

Parliculais 

Amount 

Dale 

Particulars 

Amount 

1965 



lls. 

1965 



Rs. 

Feb. 

1 

ToX 

1,000 

Feb. 

4 

By Bank 

98.5 

Apl. 

4 

ToX 

1,020 

11 


By Discount 

15 




June 

7 

By Bank 

1,020 




2,020 




2.020 




— 




--- 


Qr, Sales Account Cr, 


Date 

Particulars 

Amount 

Date 

Particulars 

Amount 




Rs. 

1965 

Feb. 

1 

ByX 

Rs. 

1,000 

Dr. 



Bank Account 



Gr. 

Dale 

Particulars 

Amount 

Dale 

Particulars 

Amount 

1965 

Feb. 

June 

4 

7 

To Bills Rcccivjblc .. 

To Bills Receivable 

lU. 

90.5 

1,020 

1965 

Apl. 

4 

ByX 

Rs. 

1,020 

Dr. 


Discount Account 


Cl. 

Date 

Particulars 

Amount 

Data 

Particulars 

Amount 

M5 

Feb. 

4 

To Bills Receivable Account 

Rs. 

15 





Dr. 


Interest Account 



Gr. 

Date 

Particulars 

Amount 

Dale 

Particulars 

Amount 





1965 

Apl. 

4 

ByX 

Rs. 

20 


IN THE BOOKS OF X 
Journal Entries 


Date 

Particulars 

Cr. 

Amount 

Gr. 

Amount 

1965 

Feb. 

1 

Purchases Account 

ToY 

For credit purchnscs from Y 

Dr. 

Rs. 

1,000 

Rs. 

1,000 


1 

Y 

To Bills Payable Account 

For acceptance given to Y 

Dr. 

1,000 

1,000 


4 

Bills Payable Account 

Interest Account 

ToY 

For cancellation of bill and interest payable to Y 

Dr. 

Dr. 

1,000 

20 

1,020 

ApL' 

4 

Y 

To Bills Payable Account 

For new bill accepted for Y 

Dr. 

1,020 

1,020 

June 

7 

Bills Payable Account 

To Bank Account 

For payment made for bill on due date. 

Dr. 

1,020 

1,020 
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Dr. 


Ledger Accounts 

y 


Gr. 


Dale 

1 

I 

Parliculars ! 

Amaimt 1! 

i! 

Dale 


Particulars 

Amount 

IQGS 



R,t. 1 

1963 



~Rr~ 

Feb. 

Apl. 

1 

4 

To Dills Payable 

To Dill.<i Payable 

1,000 1 

1,020 

- !i 

Feb. 

Apl. 

1 

4 

By Purebases 

By Bills Payable 

By Intcre.st 

1,000 

1,000 

20 

1 

1 

1 


2,020 ij 

! 

1 



2.020 

Dr. 


Bills Payable Account 


Gr. 

Dale 

Parliculars 

Amount ! 

' 

Dale 

PaHiculars 

Amount 

1963 

Apl. 

June 

4 

7 

To Y 

To Dank 

Tl ' 

Rs. 1 
1,000 
1,020 1 
- i 

196,3 

Feb. 

Apl. 

1 

4 

By Y 

By Y 

Rs. 

1,000 

1,020 




2,020 I! 

. 1 



2,020 

Dr. 



Purebases Account 


Gr. 

Dale 


Particulars 

Amount^ 

Dale 


Particulars 

Amount 

196.S 

Feb. 

1 

ToY 

Rs. 

1,000 


1 



Dr, 



Interest Account 



Cr. 

Dale 

Patliculars 

Amount 

j Dale 

Parliculars 

Amount 

1965 

Apl. 

4 

ToY 

Rb. 

20 


1 

■ 

Rs. 

Dr. 



Banb Account 



Gr. 

Dale 

Parliculars 

Amount 

1 , 

[j Dale 

Parliculars 

Amount 





1965 

June 

7 

By Bills Payable 

Rs. 

1,020 


tUlttsti'a^n 38 


B owed Rs. 2,000 to A. On ht Jaj\uary, 1965, A drew and B accepted a bill pf!. 
exchange for the amount for 3 months. On 6th January, 1965, A endorsed the bill in,^. 
favour of C, one of his suppliers. On the due date the bill was dishonoured and G hadtp^ 
pay Rs, 10 as noting cliai’ges. Soon afterwards, B was declared insolvent and a first anf t 
final dividend of50% was received by A on 3rd May, 1965. 

Pass journal entries and prepare ledger accounts in the books of A and B to 
the above transactions. 
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IN THE BOOKS OF A 


Journal Entries 


Date 

Particulars 

1 

1 

Dr. 

Gr. 



Amount 

Amount 

1965 

Jan. 

1 

Bills Receivable Account 

Dr. 

Rs. 

2,000 

Rs. 

ToB 

For bills received from B. 


2,000 





i 

G 

Dr, 

2,000 

2 , 06 o 

» 

To Bills Receivable Account 

For endorsement of bill in favour of C. ' 


■ 


Apl. 

H 

B 

Dr. 

2,010 



ToG 

For the amount of bill from B dishonoured on due 
the noting charges paid thereon by G, endorsee. 

date ant 


2,010 



May 

3 

Cash Account 

Dr 

1,005 



Bad Debts Accaunt.i 

Dr 

1,005 




ToB 


2,010 



For first and final dividend received from Oflicial Receiver of B. 



Iicdaer Accounts 

Dr. B Gr. 


Dais 


Particulars 

Amount 

Data 


Particulars 

Amount 

1965 

Jan. 

1 

To Balance b/fd. .. 

1^1 


1 

By Bills Receivable 

Rs. 

2,000 

Apl. 

4 

ToQ 


May 

3 

By Cash Account 





U 

U 

By Bad Debts 

1,00.5 

4,010 


Dr. Bills Receivable Aocount Gr. 


Date 

Particulars 

Amount 

Data 

Particulars 

Amount 

1965 

Jan. 

Dr. 

1 

ToB 

Rs. 

2,000 

1965 

Jan. 

6 

ByC 

Rs. 

2,000 

Gr. 

G 

Dais 

Particulars 

Amomd 

Dalt 

Particulars 

Amount 

1965 

Jan, 

Pt- 

6 

To Bills Receivable .. 

Rs. 

2,000 

1965 

Apl. 

Account 

4 

ByB 

Rs. 

2,010 

Gr. 

Gaab 

Dots 

Particulars 

Amount 

Dale 

Particulars 

Amount 

1965 

May 




\ 



Rs, 
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Di. Bad Dvbts Account 


Dale 

] Dmticiilan 

Amoniil 

i Dale 

1 

Particulars 

Amount 

lOO 

May 

1 

3 j To B 

Rh. 

i.oo:. 

1 



Rs. 


BOOK OP B 
Journal Entries 


Dale 

j 

1 

Particulars 


Dr. 

Amount 

Cr. 

Amount 

Jan. 

1 

A 

To Bills Payable Account 

For acceptance Riven to A 

Dr. 

Rs. 

3,000 

Rs. 

2,000 

Apl. 

1 

+ 

Hills Payable Account Dr. 

Noting Charges Dr. 

To A 

For canecllatinn nl bill gi\cii to A cm its dishonour and the 
noting charges payable to A. 

3,000 

10 

2,010 

May 

3 

A 

To Cash Accuunt 

To Prolit and Lo.s» Account 

For the first and final dividend of.fiO% paid tn A. 

Dr. 

2.0I0| 

1 

1 

I, 005 

J, 00S 


Ledger Accounts 

Dr. A Cr. 


Date 


Particulars 

Amount 

Dale 

Particulars 

Amount 

I9(i.5 



Rs. 

1965 





Rs. 

Jan. 

I 

To Bills Payable 

2,000 

Jan. 


1 


By Balance b/fd. 

2,000 

May 

3 

To Cash 

1,00.5 

Apl. 


4 


By Bills Payable 

2,000 


SJ 

To Profit and IjOSS A/c. 

1,00.5 



9f 


By Noting Charges .. 

10 




4,010 






4,010 

Dr. 


- Bills Payable Account 



Cr. 

Date 

- 

Particulars 

.'Imsunt 

Dale 

Particulars 

Amount 

196.5 



Ks. 

1965 





Rs. 

ApL 

4 

To A 

2,000 

Jan. 


1 


By A .; 

3,000 

Dr. 



Noting Chargea 





Cr 

Dale 

Particulars 

Ammmt 

1 Date 

Particulars 

Amount 

1965 



Rs. 






Rs. 

Apl. 

4 

To A 

10 
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Gash Account C!r. 


Date 

Particulars 

Amount 

Bate 

Particulars 

Amount 





Ks. 

igG.'! 

May 

.1 

By A 

Rs. 

1,005 

Dr. 



Profit and Loss Account 


Cr. 

Dale 

Parlkulars 

Amount 

Bate 

Patlhidars 

Amount 




R.S. 

196.') 

May 

3 

By A 

Rs. 

1,00t 


niustration 39 

P agrees on 1st July, 1959, to draw ou Q,for goods sold to him for Rs. 2,400, three 
bills of excliange; the fh'stfor Rs, 700 at one month, the second for Rs. 800 at two months, 
the third for Rs. 900 at three months. Q accepts and returns these bills to P. 

The first bill is endorsed by P and sent to his creditor R on 3rd July, 1959.. The 
second bill is discounted at Bank on 15th July, for Rs. 795. The first bill is met at maturity, 
but the second bill is dishonoured, and the bank pays noting charges, Rs. 12. P charged 
Q^Rs. 15 as interest and di'ew on him a fourth bill for Rs. 827 at two months. 

' The third bill was collected by P’s bank at maturity. The payment of the fourth 
bill was also received in cash. 

Show the joui'nal entries in the books of P and Q,. 

Solution 


P's Journal 


Date 

Particulars 

- DJT’ 

Amount 

Cr. 

Amount 

1959 

July 

1 

Q. 

To Sales 

For credit sales made to Q 

Dr. 

Rs. 

2,400 

Rs. 

2.400 

” 1 

1 

Bills Receivable Account 

ToQ, 

For three acceptances received from Q,. 

Dr. 

2,400 

2,400 

i> 

3 

R 

To Bills Receivable Account 

For endorsement of first bill in favour of R. 

Dr. 

700 

700 


15 

Gash Account 

Discount Account 

To Bills Receivable 

For discounting the second bill. 

Dr. 

Dr. 

795 

5 

800 

Sept, 

4 

To Bank 

For amount of bill dishonoured and noting charges 
paid by bank. 

Dr. 

' 812 

812 
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Date 


Parlicutars 

Dr. 

Amount 

Gr. 

Amount 

Sept. 

4 

Q. 

To Interest Accouni 

For interest receivable from Q, 

Dr 

15 

IS 

»» 

4 

Bills Receivable Account 

To a 

For fourth acceptance received from Q. 

Dr. 

827 

827 

Oct. 

4 

Bank Account 

To Bills Receivable Account 

For amount of bill collected by bank. 

Dr. 

900 

900 

Nov. 

7 

1 

Cash Account 

To Bills Receivable Account 

For amount of Iburth bill received in cash on due date. 

Dr. 

827 

827 


Q,*b Journal 

Date 

Particulars 

Dr, 

1 Amount 

Cr. 

Amount 

1959 

July 

1 

Purchase.s Account 

ToP 

For credit purchases made from P. 

Dr. 

Rs, 

2,400 

Rs. 

2,400 

>« 

1 

P 

To Bills Payable Accouni 

For three acceptances given to P 

Dr. 

2,400 

2,400 

Aug. 

4 

Bills Payable Account 

To Gasli 

For payment of first bill on due date. 

Dr. 

700 

700 

Sept. . 

4 

Bills Payable Account 

Noting Charges 

For amount of second bill dishonoured and 
noting charges payable to P. 

Dr. 

Dr. 

800 

12 

812 

)} 

it 

Interest Account 

ToP 

For interest due to P. 

Dr. 

15 

IS' 


it 

P 

To Bills Payable 

For fourth acceptance given to P. 

Dr. 

827 

‘ 827 

Oct. 

4 

Bills Payable Account 

To Account . 

Being payment of theirs bill on due date. 

Dr. 

900 

900 

Nov. 

7 

Bills Payable Account 

To Cash Account . 

Being payment of fourth bill on due date. 

Dr, 

827 
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Record through Bills Receivable and Bills Payable Books 

Use of the journal for all transactions relating to bills of exchange is suitable only 
if the number of such transactions is small. But if a firm receives a large number of bills 
of exchange or promissory notes, it will be better to record the receipt in a special book or 
register. The name of such book or register is “Bills Receivable Book”. Its ruling is given 

below: 

BILLS RECEIVABLE BOOK 


~SeiSr 

Nimbn 

1 Vah 
Rectiuid 

Rteeiued 

From 

Acaplor 

Where 

Payable 

Date of 
Bill 

Term 

bate of 
Maturity 

1 Amount 

How dis * 
posed of 








Total 

Rs. 

P. 



As and when promissory notes or bills of exchange are received, the particulars 
are noted in the Bills Receivable Book. Periodically, say every month, the amount column 
will be totalled. This indicates the total value of the bills of exchange or promissory notes 
received. This amount should be debited to the Bills Receivable Account. The parties 
from whom the bills or notes have been received have to be credited with the respective 
amounts. 

If the bills or notes are realized or are discoimted, the entry will be made in the 
Cash Book, Journal entries will be required only for endorsement of bills to other parties 
and dishonour of bills and interest charged to the parties concerned. But it should be 
noted that if a discounted bill is dishonoured, the entry for dishonour will be in the Gash 
Book on the credit side. The amount of the bill plus the noting charges paid by the bank 
will be entered in bank column. 


Dlustration 40 

On 1st January, 1964, the debtors of a firm were the following: 


Karim 

Babu 

Kale 

Nanda 


Rs. 

1,000 

1,600 

1,100 

800 


Jan. 




During January the following transactions relating to the bills pf exchange took place: 
5 Babu sent his own acceptance for Rs. 1,600 for 3 months payable at Deha Bank 
Delhi. (No. 151) 

8 Kale sent the acceptance of Shah dated 15th November, 1963, for 2 months, 
for Rs. 1,100 payable at Bank of India, Bombay. 

10 Shah’s acceptance endorsed in favour of Tanna of Bombay. 

20 Karim sent his promissory note for 2 months payable at Central Bank, Delhi 
for Rs. 1,000. ^his was discounted at Bank immediately @ 9%. 

20, Tanna reports Shah’s acceptance dishonoured; noting charges paid by hitP> 
/ R^. 15. , , 

Record these transactions in the, books of the firm, i ,, ' 




- if I 
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LEDGER 

Karim q_ 


TgeT" 

Jan. 

1 

To Dalniicc b/d 

Rs. 

1,000 — 

1964 

Jan. 


Babu 


I 

To Balance b/d 

1,600 — 

1964 

Jan. 


Kale 


1 

To Balance b/d 

1,100 - 

20 

To Tanna 

1,115 — 




2,215 — 

Feb 

1 

To Balance b/d 

1,115 — 


Nanda 


1964 




Jan. 

1 

To Balance b/d 

800 — 


Tanna 


1964 




Jan. 

10 

To Bills Receivable .. 

1,100 — 


1904 

Jan. 

20 

By Bills Receivable ,. 

Ks. 

1,000 — 

19G4 

Jan. 

5 

By Bills Receivable .. 

1,600 — 

1864 

Jan. 

8 

31 

By Bills Receivable ,. 
By Balance c/d 

1,000 — 
1,115 — 




2,215 — 

1964 




1964 

Jan. 

1 

20 

By Balance c/d 

By Kale 

1 

1,115 - 


Bills Receivable Account 


mr- 

Jan. 

31 

To Bills Received as 
per B/R Book 

3,700 — 

1964 

Jan. 

1 

20 

31 

By Tanna 

By Casli 

By Balance c/d 

1,100 — 

1,000 — 

1,600 — 




3,700 — 




3,700 — 

Feb. 

1 

To Balance b/d. 

1,600 — 






The Bills Payable Book is similar to the Bills Receivable Book (for ruling see the 
following illustration). As and when own acceptances are issued, they are entered in the Bills 
Payable Book. The monthly total is credited to Bills Payable Account. The parties at 
whose request the acceptances have been given are debited with the respective amounts. 
Payment of the bills be recorded in the Gash Book. Only dishonour of bills will be recorded 
in the journal. 

The student should note that if someone else’s acceptance is sent to a creditor, 
is should not be entered in the Bills Payable Book. The entry, as already seen, is: 

Creditor Dr. 

To Bills Receivable A/c. . 

lUustration 41 

The following amounts were due by a firm on 1st January, 1964: 


Kalra 

» ■ « • 

* ■ • • 

Rs. 

1,650 

Mohan 



780 

Ali 

a • * « 

f • * • 

1,230 

Dutt 

■ • a • 

■ # • • 

560 
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1964 

Jan. 

6 

93 

18 

99 

20 

99 

24 

Mar. 

9 

Apl. 

21 


The followintj hill transactions took place: 

Promissory note for 2 months issued in favour of 1 
at National Bank, Delhi. (No. 121) 

Accepted Kalra’s draft payable to Sharma at 3 m 
at National Bank, Delhi, 

Dult was given Bhatia’s acceptances dated 20th N 
for Rs. 560. 

Dutl reports dishonour of Bhatia’s acceptance, n 
Rs. 10. 

Promissory note No. 121 dishonoured for want ( 
to Mohan in settlement. 

Acceptance to Kalra met. 

Enter the above transactions in the books of the firm. 


Bills Payable Book 


Serial 

Mo, 

Dale 


Issued al 
the reguest 

Payee 

Where Payable 

Tetm 

Dale of 
Maturity 

Amoun 

Rs. 

t 

P. 

Rtmarks 

121 

122 

1964 

Jan. 

99 

6 

18 

Mohan 

Kalra 

Molian 

Stianna 

National Bank, 
Delhi. 

• » 

2 months 

3 months 

9-3-64 

21-4-64 
Total Rs. 

780 

1,650 

2,430 


Dishonoured. 

Met, 21-4-65 


Jouraal • 






Dr. 


Gr. 


Date 


Particulars 

L.F. 

Rs. 

P. 

Rs. 

P. 

1964 








Jan. 

20 

Dutt., 

To Bills Receivable A/c. 

Endorsement orBhatia's acceptance. 


560 


560 

— 


24 

Bliatia . 

To Dutt 

Dishonour of Bhatia's acceptance; noting charges 


570 


570 

— 



paid by Dutl, Rs, 10. 






March 

9 

Bills Payable A/c. .. 

To Mohan. 


780 

— 

780 




Dishonour of our acceptance to Mohan. 







Cash Book (Payments) 


Gr, 


Dale 

Parlicitlats 


Discount 
Rs. P. 

Cash 

Rs. P. 

BaUuue 
Rs. P. 

1964 

March 

April 

9 

21 

By Mohan.. 

By Bills Payable Account 






780 

1,650 

1 

f-’ i 
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LEDGER 

Kalra Cr. 


— 



l?e4| " 



18 

To Bills Payable 

1,650 — 

.Jan.j I 

1 

By Balance b/d. 

1,650 


Mohan 


T5sr 

Jan. 

6^ 

To Bills Payable 

780 — 

i— rm 

Jan. 

Mar. 

1 

By Balance b/d. 

By Bills Payaole 

780 — 

Mar. 

9 

To Cash 

780 — 

9 

780 — 



1,650 — 



(Dishonour) 

1,360 — 


AU 






196? 








Jan. 

1 

By Balance b/d 

1,230 - 


Dutt 


ilsT 

Jan. 

20 

31 

To Bills Receivable 
Account 

To Balance c/d.. 

560 — 
570 — 

1964 

Jan. 

1 

24 

By Balance b/d. 

By Bhatia .. .. 

560 — 
570 — 




1,130 — 




1,130 — 





Feb. 

1 

By Balance b/d, 

570 — 


Bhatia 


Jan. ( 2?! To Dutt 

..| 570 -11 ■" ■ 1 ■■ 1 

BUla Receivable Account 

1 

19641 j 

Jan. 1 l| To Balance b/d 

..I 1 Jm!*! 2o|ByDutt 

. .1 560 — 


Mar. 

Apl. 

9 

21 

To Mohan 

To Gash 

780 — 
1,650 — 

"Tse? 

Jan. 

31 

By Bills issued as per 
Bills Payable Book.. 

2,430 




2,430 - 




2,430 — 


Accommodation Bills 

Usually, bills of exchange are meant to facilitate purchase and sale of goods, 
and arc therefore backed by trading transactions. But a bill of exchange may also be used 
for raising finance temporarily. Suppose A needs funds. He persuades B to accept k bill 
of exchange, say, for B.s. 5,000. A can get it discounted at bank. Thus A will get money. 
At the end of the period of the bill, A will remit the money to B who will meet the bill 
.Thus A has had use of the money for say 2 months. If both A and B need money they may 
either, share the proceeds of one bill or each party may issue an acceptance to the other 
which will then be discounted. If both A and B need Rs. 5,000 each, one party may accep t 
a bill for Rs. 10,000 and send it to the other,who will get it discounted and then remit half, 
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the proceeds to the acceptor. On t)ie due date, the acceptor will receive the remaiii' 
iialf and meet the bill. Or, A may accept B’s draft for Rs. 5,000 and B may accept A’s 
draft for Rs. 5,000. Each party will get the bill discounted, meeting own acceptance at 
the due date. Tlu.s is the nature of accommodation bilk—^bills which are drawn not for 
ac tual transactions in gocjcls but for raising funds tempoi’arily. 

One should note tliat eac'h party will have to bear the discount in the proportion 
of funds utilized by it—if A gets 2/3 of the proceeds, he will have to bear 2/3 of the discount 

If a party becomes insolvent, the bills acceptod by it will be dishonoured and entries 
for it should be passed. Then the parly’.s account should be prepared to find out what 
amount is due from it. The account will be credited willi the cash received ; the remaining 
amount will have to be written off as bad. 


Illustration 42 

P, being in need of funds, persuaded Q,to accept a draft for Rs. 2,000 on 1st March 
1965, for 3 inonlhs. Q,agreed. The bill w'as discounted on 4lh March at 6% per annum. 
On the due date P sent the necessary sum lo Q, who met the bill. Give journal entries 
in the boohs of both the parties. 


Solution 


Dnit 
laTif) "■■■ 
Mniuh 




IN THE BOOKS OP P 


Journal Entries 



/’iirO'dilfli,' 






KuSSSi' 

Ammm 

1 

Bills Receivable Accmiul. 

To Q,. 

For .acceptance received Iroiii Q.oo rcqiiH.st 

.. Dr. 

2,000 

2,000 

4 

Clash Account .. .. 

Discount Account .. 

To Bills Receivable Aeeoirot .. .. 

Fot discounting of the bill. 

.. Dr. 

. Dr. 

■huI 

2,000 

4 

q . 

To Cash Account 

For amount remitted to Q_ due to him for 
accepiance. . 

.. Dr. 

his 

2,000 

2,000 


IN THE BOOKS OF Q, 


Journal Entries 


Dali 


1 Parlkultn t 


—— 

Amount 

Gr. 

Amount 

lyii'i - 

1 



Rs. 

Rb. 

Mai'tli 

t 1 

F . 

To Bills Payable Account . 

For acceptance given to P on. 

Ills request 

Dr, 

2,000 

2,000 

June 

4 

Cash Account .. .. .. 

ToP .. 

For amount received from F in return of accep¬ 
tance for a like sum given to lu'ni. 

Dr. j 

2,000 

2,000 

■June 

4 

Bills Payable Account. 

To Cash Account . 

For pavmenl of the bill on due date. 

Du , 

1 

2,000 

2,000 
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lUustration 43 

On 1st January, 1965, for mutual accommodation Suresh accepted a draft for 
Rs. 2 500 drawn by Mahesh who in turn accepted a draft of Rs. 3,000 drawn by Suresh. 
Both the drafts were for three months. On 4th January, 1965 the bills were discounted 
at 8% On the due date Suresh paid the amount due to Mahesh. Both the bills were 
(July met. 

Pass journal entries in the books of both parties. 


Solution 


IN THE BOOKS OF SURESH 


Journal Entries 


Date 

Parlieiilais 

-- 

Amouiil 

— 

Amount 

1965 

Jan. 

1 

Mahesh. 

To Bills Payable Actounl 

For acceptance given to Mahesh. 

Dr. 

Rs. 

2,500 

Ks. 

2,500 

Si 

1 

Bills Receivable Account. 

To Mahesh . 

For acceptance received from Mahesh. 

Dr. 

3,000 


Si 

I 

Cash Account .. .. .. .. .. 

Discount Account .. 

To Bills Receivable Account 

For discounting of the bill @ 8% 

Dr. 

Dr. 

2,940 

60 


April. 

1 

Mahesh. 

To Gash Account . 

For amount paid to Mahesh to settle 
account. 

Dr. 

500 

500 


1 

Bills Payable Account .. .. ., 

To Cash Account 

For payment made for the acceptance given to 
Mahesh on due date. 

Dr. 

2,500 

2,500 


IN THE BOOKS OF MAHESH 


Journal Entries 


Date 

Particulars 

£>r. 

Amount 

cF. 

Amount 

1965 

Jan. 

1 

Bills Receivable Account. 

To Suresh 

For acceptance received from Suresh. 

.. Dr. 

Rs. 

2,500 

fts. 

2,500 

O 

1 

Suresh . 

To Bills Payable Account .. ., 

For acceptance given to Suresh 

.. Dr. 

3,000 

3,000 

SJ 

4 

Cash Account . 

Discount Account. 

To Bills Receivable Account ., 

For discounting of the bill 8% per amium 

.. Dr. 

.. Di. 

2,450 

50 

2,500 

Apiil, 

4 

Cash Account . 

'To Suresh . 

For Cash received from Suresh. 

.. Dr. 

500 

' 500 

91 

4 

1 

Bills Payable Account 

To Cash Account . 

For payment of the bill on due date. 

.. Dr. 

3,000 

3,000 
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UluBtratioa 44 

For the mutual accommodation of P and Q,, P draws a bill on Q, for Rs 1 sqq 
Q. accepts the bill and returns it to P. P discounts the same with his bankers and receives 
Rs. 1,464, The proceeds aic shared between P and Q, in proportion of two-thirds and 
one-third respectively. On the due date P remits his proportion to Q,who fails to meet the 
bill, and as a result P has to meet it. Q,then gives a fresh acceptance for the amount due 
to P plus interest Rs. 10. meets his second acceptance on the due date. 

Pass necessary journal entries in the hooks of both the parties and show Q/s account 
in P’s Ledger. 


Solution 


IN THE BOOKS OF P 
Journal 


—ET— 

Amount 

Amount 

Dr 

Rs. 

1,500 

1,500 

' DrT" 
l^r. 

1,464 

36 

1,500 

ns-." 

500 

408 

12 

"Dr:“ 

1,000 

1,000 

Dr. 

1,500 

1,500 

'D?:" 

Dr. 

10 

1,510 

10 

1,510 

T3?r 

1,510 

1,510 


Date 


Particulars 


Dills Receivable Account ,. 

To Q.. 

For acceptance rereivctl from Q. 
“Casli'Accdiint~ .7'*'”7 .V 
Ohcoiiiit Account .. 

To Bills Receivable Account 

For discounting Q.'s acceptance._ 

.. . ■ • • 

To Cash Account 
To Discount Account .. 

For remittance of l/3rd proceeds to Q,. 

.. 

To Cash Account 


Being remittance of cash to fondue daie^ 

.. 


To Bank. 

For dishonoui of bill by Q,on due date. 

To Imcrest __■ • 

*For intercsTdue from C^on account of now billi 
Bilb Receivable Account .. 

To Q. . 

Foc^nmv acceptance re ceived f rom Q, .. _ 
dash Account .. 

To Bills Receivable Account ., 

For receipt of payment for the second bill on due 
date. ., .. .. 


Dr. 


In the Ledger Qjs account will appear as follows; 


Cr. 


Data 

Particulars 


Amomt 

Date 

PaHiuAars 

F 

Arnmt 



To Cask 

To Discount A/c ,. 
To Cash 

To Bank 

To Interest A/c 


Rs. 

488 

12 

1,000 

1,500 

JO 

? 


By Bills Receiv¬ 
able A/c 

By Bills Recciv- ., 

able A/c 


Rs. 

1,500 

1,510 





3,010 





3,0 JQ 
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IN THE BOOKS OF Q 


Journal Dr. Gr. 


Date 

Particulate 

L. P. Amount 

Amount 



P . 

To Bills Payable Account 

Fnr acceptance given to P 

. Dr. 

Rs. 

1,500 

Rs. 

1,500 



Cash Account . 

Discount Account. 

To P . 

For receipt of 1 /3rd proceeds from P. .. 

. fir. 

. fir. 

4011 

12 

500 



Cash Account . 

To P . 

For receipt of cash from P .. .. 

. Dr. 

1,000 

1,000 



Bills Payable Account. 

To P . 

For cancellation of bill. 

. Dr. 

1,500 

1,500 



Interest Account.. 

To P . 

For interest due to P on account of new bill 

. Dr. 

10 

10 



P . 

To Bills Payable Account 

For new acceptance given to P 

. Dr. 

1,510 

1,510 



Bills Payable Account . 

To Cash 

For payment of new bill on maturity .. 

. Dr. 

1,510 

1,510 


niustration 45 

X, for mutual and temporary accommodation of himself and Y, draws upon the 
latter a bill of exchange at 3 months for Rs. 2,000 dated 1st January, 1965. Y accepts the 
bill and sends it to X. X discounts the hill immediately for Rs. 1,970 and hands 
half the proceeds to Y. Y, for a similar purpose draw upon X, a bill of exchange on 1st 
February, 1963, at 2 mouths for Rs. 1,000. X accepts the bill the same day. 
On 4th February, 1965, the bill is discounted at 6% per annum, the proceeds are shared 
by X and Y equally. Y becomes insolvent on 31st March, 1965, and as such fails to meet 
his acceptance at maturity, On I5th June, 1965, a first dividend of 50 paise in the rupee 
was paid out of his estate in settlement of his dues. 

Write up Journal Entries in the books of both the parties. Also show Y’s Account 
in X’s Ledger. 


Solution 


IN THE BOOKS OF X 
Joutual Entries 


Dale 

Parlkukrs 

L.F. 

Dr. 

Amount 

Or. 

Amount 

1965 




' 

Rs. 

Rs. 

Jan. 

1 

Bills Receivable Account.. 

Toy .. 

For accq>tance received from Y ,. 

.. Dr, 


2,000 

1 

2,000 
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:J3H 


Date 

IDGj 

laii. 


I'mitfuhn 



Dr. 

Amount 

Cr. 

dniouRi 

1 

C\fih Account 

Discount Accuunt .. 

'ro Bills Rcrcivablr Accovmi .. 

I'lir (liscaiintiiig of llic hill 

.. Dr, 

.. Di 


Us. 

1,970 

30 

~~Rir 

3,000 

»« 

1 

Y . 

To Ufisli A< count . 

To IJLscouni Acuuuiii. 

For rutnittancc of half tlu* proceeds to V 

.. Dr 


1,000 

985 

IS 

Icb. 

' 

Y . 

To Hills Payable Accuiint 

For acceptance gis eii to Y 

Di. 

• • 

*' 


1,000 

1,000 


4 

Dash Account .. . 

Discount At.'count. 

To Y . 

For receipt of lialf the proceeds fioni Y 

.. Dr 
.. Dr. 


49.1 

.1 

500 


31 

To Bank . 

Fur dishonour of Y's atcrjiiutice on liis 
buWt'ncy . 

.s l>r. 

in- 


2,000 

3,000 

April 

•t 

Hills I’ayahlc Accottiit. 

Ti> Cash Account 

For payment of bill on due dale 

.. Dr. 


1,000 

1,000 

Jutic 

11 

Clasit Acctnint .Dr. 

Had Debts Accounts . .. Dr. 

To Y. 

For rccciiu of first and final dividend front Y's 
Uflicial Keceiver. . 


7.10 

7.10 

1,500 

Dr. 


LEDGER 

y 



Gr. 


1 1 

Dale ' Pnrtitular^ 1 P 

1 1 

Anwmil , 

i 

' 

Date 


Particulars 

F 

Amount 

1 * 

1963 I 

K., ; 

I'Jb'i 




Rs. 

Jan. ! 1 To Cash Aci ount ' 

98.1 

jati. 

1 

Uy Hills Kceeiv- 



„ 1 1 'I’ll Disrunnt A/c i 

1.1' 



able Accuunt 


2,000 

Feb, ' 1 Fo Hills Paviibh* 

■ 

feJj. 

4 

Uy Cash Account 


495 

1 A,V 

1,HW) 



Uy Discount A/c 


5 

Mar. . 31 T'u lUtik 

3,1100. 

Jone 

1.1 

Uy Cash Arcnnnt 


756 

i ' 

1 

1 1 

i 

i 

.. 


Uy Hail Debts A/c 


750 

; - 

1 i i 

.1 

1 





4,000 
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IN THE BOOKS OF Y 


Journal 


-—— 

1 



Dr. 

dr. 

Pale 

Particular.'! 

L.F. 

Amount 

Amount 

1965 


Q. 

To Bills Payable Account 


Ri 

Rs. 

Jan. 

1 


2,000 

2,000 



For accep lance given lo Q. 




I 

Cash Account Dr. 


9851 

1 



Discount Account Dr. 

To a 


15 I 

1 

1,000 



For receipt of half the proceeds 
of the bill from Q. 



/ 

Feb. 

1 

Bills Receivable Account Dr. 


1,000 



To a 

For acceptance received from Q, 


1,000 



Feb 

4 

Cash Account .. .. . . .. . . Dr 


ggo 



Discount Account .. .. .. 

To Bills Receivable Account .. 


10 





For the proceeds received on discount of the bill. 


1 

1,000 


4 

a . Dr. 


500 




To Cash Account .. .. .. 

1 


495 



To Discount Account .. .. . .... 

For remittance ol’half the proceeds of the bill to Q. 

i 


5 

Mar. 

1 

1 

31 

Bills Payable Account .. .. .. .. Dr. 

To d . 

For di^onour of tlie bill due to insolvency 


2.000 

2.000 


June 

15 

Q. . Dr. 


1,500 



To Cash Account .. .. .. 


750 



To Profit and Loss Account .. 

For payment of the first and final dividend lo Q, 



750 



for the money due to him 





EXERCISE XI 

1. What is a Bill of Exchange? How does it differ from a Promissory Note? 

2. Describe the importance of Bills of Exchange and Promissory Notes in 
modern trade. 

3. What is meant by endorsement of a bill of exchange? What are the 
various types? Give specimens. 

4. What do you mean by Accommodation Bills ? Why are they drawn and 
what is their importance in modern trade? 

5. Write brief notes on: 

(i) Days of Grace. 

(ii) Noting Gharges. 

(iii) Foreign Bill of Exchange. 

6. B owes Rs. 1,500 to A. On 1st January, 1962, he sends Rs. 500 in cash 
and accepts a draft at 3 months for the balance. The biU is duly met on maturity. 
Give journal entries and ledger accounts in the books of both the parties. 
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7. P sold goods worth Rs. 800 to Q,on 4 th March, 1965, and accepted a 
Promissory Note at 3 months fiom him for the amount. P got the Promissory Note 
discounted immediately for Rs. 788 with his bankers. On the due date Q,made 
the Payment. 

Pass Journal Entries in the books of both the parties. 

8. On 29th December, 1964, Samar .sold goods worth Rs. 5,000 to Amar 
and drew a bill of exchange at 2 monllis for the amount. Amar accepted the bill 
and returned it to Samar the same day. On 2nd January, 1965, Samar endorsed 
the bill in favour of Sagar, a supplier. On the due date, the bill was duly met. 

Pass the necessary Journal Entries in the books of all the parties to record 
X’s the above mentioned transactions. 

9. On 14th January, 1965, X drew upon Y, his debtor, a bill of exchange 
at three months for Rs. 3,000, the money due from him. The bill was accepted the 
same date. X got the bill discounted at 6% on 17th Febiuary, 1965. On the due date 
the bill was dishonoured and the bank had to pay Rs. 10 as noting charges. 

Pass Journal Entries in the books of X and Y and .show Y’s account in 
Ledger, 

10. A sells goods to B for Rs. 20,000 and draws upon him a bill of exchange 
for the amount payable three months after date. The bill is accepted by B. A discounts 
this bill with his bankers at a discount of Rs. 250 inclusive of all charges. B fails to meet 
this bill on maturity. A pays off his banker whose expenses amount to Rs. 200. B gives 
a fresh bill at two months date to A for Rs. 20,.300 which he meets on maturity. 

Show the necessary Journal Entries in A’s books, 

11, On ISthApril, 1959, A agrees to draw on B who is his debtor for Rs, 2,400. 

three bills of exchange; No. 1 for Rs. 700 at one month; No. 2 for Rs, 800 at two 
months; and No. 3 for Rs. 900 at three montlis. B aecepts and returns these bills to A. 

A endorses on 20th April the first bill to his creditor, G, in full settlement of 
an account of Rs. 710; discounts on 22nd April the second bill at his bank for 
Rs.792 and retains the third bill till maturity. 

The first bill is met at maturity. The second bill is dishonoured on the due 
date, Rs. 10 being paid for noting charges, A charges B Rs. 15 as interest and draws 
on him a fourth bill for Rs. 825 at three months. The third and fourth bills are duly , 
honoured on the due dates. 

Give Journal Entries to record these transactions in the books, of A, B and 0. 

12, Journalize the following transactions: 

(a) Our acceptance to Kaila.sh for Rs. 1,800 discharged by a cash payment of 
Rs, 800 and a new acceptance for the balance plus Rs. 20 for intei’est. 

(l>) Retired our acceptance to Kailash for Rs. 3,750 for a discount of Rs. 37.S0P. 

(ff) Our acceptance to Harish for Rs, 1,000 discharged by acceptance for a like 
sum received from Mahesh, 

(d) Received Rs. 2,080 in cash and a Promissory Note for Rs. 4,000 at 2 montb 
from Kailash in discharge of his acceptance for Rs. 6,000 for mut^aj|« 
accommodation, ' 
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13. On 18th January, 1965, A and B draw upon each other-s bills at three 
months for Rs, 5,000 each. A gets the bills discounted @ 6% while B endorses 
the bill in favour of C, one of his main suppliers. On the due date, both tiie bills 
are met. 

Pass Journal Entries in the books of both the parties. 

14. For mutual accommodation, Banke accepts a bill of exchange drawn 
by Ohhote for Rs. 10,000. The bill is discounted for Rs. 9,800 and the proceeds arc 
shared by Banke and Ohhote in the ratio of 3 : 2. On the due date the account is 
settled by payment of the balance and the bill is duly met. 

Record the above transactions in the books of both the parties. 

15. Jones, for the mutual accommodation of himself and Brown, draws 
the latter a Bill of Exchange at three months for .£600 dated 1st January, 1965. Jones 
discounts the bill immediately at his bankers, the rate of discount being 6% and 
hands half the proceeds to Brown. Brown for a similar purpose and at the same 
time, draws a bill at three months on Jones for £300. This he discounts at 
his bankers at 6% and hands half the proceeds to Jones. Brown becomes bankrupt 
on 31st March, 1965, and a first and final dividend of 5s in the £ is received from 
his estate on 30th June, 1965. 

Pass Journal Enti-ies in the books of both the parties and draw up Brown’s 
Account in Jones’ Ledger. 

X, for mutual and temporary accommodation of himself and Y, draws 
upon the latter a bill of exchange at 3 months for Rs. 1,800 dated 1st January, 1961. 
Y accepts the bill and sends it to X. X discounts the bill immediately at his bank, the 
rate of discount being 6% per annum and hands half the proceeds to Y. Y, for a 
similar purpose and at the same time draws a bill at three months on X for Rs. 900. 
X accepts the bill. Y discounts the bill at 6% per annum and hands half the proceeds 
to X.y becomes insolvent on 31 st March, 1961, and as such fails to meet his acceptance 
at maturity. On 30th June, 1961, a first and final dividend of 25P (paise) in the rupee 
was paid out of his estate in settlement of his dues. 

Write up Journal Entries in X’s books and draw up Y’s account in X’s ledger, 
assuming that discounts were shared equally by X and Y. 

M/s Hari Ghand & Go., prepared the following lists of their debtors 
and creditors on 1st January, 1965; 

Debtors Creditors 


1. N&nSinph 7,000 1. Lai Cband 3,000 

2. Mmuddin & Go., 2,500 2. Sawhney Bros., 4,000 

3. fowal Ghand & Sons 3,500 3. Kishan Kant 2,000 

4. Gann Shankar 2,000 



During the month of January, 1965, the following transactions relating to 
bills took place;, 

Jan. 6 Received acceptance from Alimuddin & Go., for Rs, 2,500 at two 
months payable at the Central Bank of India, New Delhi. (Bill No. 363), 
, J> , 9 Bill No. 363 discounted at Bank at 6% discount. 
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Jan. 9 Lai Chanil drew a Ijill Ibr Rs. 2,930 in full setllemeiit. Bill is one 
month. Bill returned after acceptance. (Bill No. lf!9). 

„ 13 Man Singh sends acceptance of Johnson lin Rs. 7,000. The bill is dated 

7lh January and is at lu-«* months, the payment to be received at 
National & Grindlays Batik. 

„ 19 Acceptance given to Snwhney Bios., for the amount due to him at 

3 months. 

„ 21 Received from Gauii Hliaiiker a jiioiiiissoiy note payable after two 

nionth.s for Rs. 1,980 m full .sclllemeiit. 

„ 27 Endorsed an acceptance received from Mehta Bros., dated l3th 

I7ecembcr, 1964, for two months for Rs. 1,500 in favour of Kishan Kant 
the; lialanre heing jiaid in cash forthwith. 

„ 28 Received an a(;ceptanre at one month lioin Kewal Gliand & Rons for 

the amount due from them. The hill k payable by Punjab National Ttav| ir 
Chandni Chowk, Dellii. 

M/s Hari Ghatid & Co., accept all bills payable at Bank of Jaipur &. Bikaner 
Khari Baoli, Delhi. 

Prepare Bills Receivable Book, Bills Payable, accounts of various parties 
concerned, Bills Rcceivahlc Accontit and Bills Payable At count in the books of 
M/s Hari Ghaiid & Go. 



CHAPTER XII 


Depredation 


t^f fning and Cansea 

The dictionary meaning of depreciation is a fall in the value of an asset. The 
accountancy meaning more or less conforms to this. A business house or any other institu¬ 
tion possesses a number of assets. The value of the great majority of such assets falls due to 
a number of causes. However, the term depreciation has been used more in connection 
vith the fixed assets of a business or an institution than in connection with any other 
asset. For instance, if the value of plant and machinery falls or comes down, it is said to 
have depreciated. But if the value of investments comes down, the term depreciatbn is 
usually not used. Also, it would not be proper to use this term in connection with the re¬ 
duction in the realizable value of stock-in-hand. In such cases we just say that the value 
has fallen. Therefore, when one talks of depreciation in respect of a firm or any other 
institution, one can assume that it pertains to the reduction in value of fixed 
. assets like buildings, plant and machinCTy, furniture and fixtures, loose tools, 
patents, etc. 

There are a number of causes which lead to depreciation of an asset. The most 
important are listed below: 

1. Passage of Time or Efflux of Time 

Even if an asset is not used, mere passing of time will mean that its effectiveness 
will be lower. If sufficient time has passed, there may be newer and better models in the 
market and it may be necessary to discard the old ass6t (even if it is capable of working 
fully and well) and purchase the new model Therefore, an asset necessarily depreciates 
even if it is not being used at all. There are, of course, a few exceptions to this rule. Land 
may not depreciate on this account, 

2. Wear and Tear Because of Actual Use 

Every asset has a certain working life. If the asset is actually put to use, the various 
puts, will begin to wear down and a time will come when almost all the important parts have 
, to be replaced. At such a time^ it become niore economical to discard the old asset and to 


244 


ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


purchase a ntw one. If an asset is u.sed continuously, say for all the 24 hours of 
will depreciate much quicker than if it is used only, say, for 8 hours a day. 


a day, it 


3. Obsolescence 

A new invei.tion or a big fall in the demand for the products of the firm 

necessitate the discarding of old assets. The fall in the value of assets due to 
., , , , t cause IS 

said to be obsolescence. 


4, Accidents 

A big accident will naturally put an end to the effective life of an asset, 

5. Fall in Market Value 

An asset does come down in value if newer models are available at a much lower 
price. But, usually, ii^thc case of fixed assets, reduction in.thejp.value is not talrB, , 
account. 

Need for Providing Depreciation 

The need for pioviding depreeiivlion arisc.s on two accounts. Firstly, to ascertain 
the profit or loss of a firm, it is nece.ssary to take into account the full in the value of all 
assets. In case of current assets like stock-in-trade we adhere to this principle by valuing 
stock at cost or market price wUichcvei is lower. In ca.se of bad and doubtful debts a 
proper provision is created. In case of fixed assebt this principle would demand that the 
full reduction In the value of an asset should be brought into books before net profit or 
loss is ascertained. To take a simple example, suppose a newly started firm purchases 
machinery worth Rs. 50,000 whose effective life is 10 years. Suppose in all these ten years 
the firm, without considering depreciation, has earned a profit of Rs. 40,000. At the end 
of ten years it will find that the machinery is no longer serviceable and that to continue 
the business new machinery must be purchased. This surely means that the firm has not 
made a profit of Rs, 40,000 because cut of this Rs. 50,000 must be deducted. This 
that there has been no profit. On the other hand, there has been a net loss of Rs. 10,000. 
This shows that if depreciation of fixed assets is ignored, a firm may have completely 
wrong idea.s of profits or losses. 

It would be much better to consider every year the depreciation of fixed assets. 
In the above example, if the firm had considered tliat every year the value of machinery 
falls by Rs. 5,000, i.e., Rs, 50,000 , the firm would have known from the very beginning 

“ -j Q- 

that it is not making a profit but a loss. Il would have taken proper steps to remedy the 
situation. 

One .should note that in the case of depreciation there is no amount of money 
paid out, as is the case for salaries, wages, rent and oilier expenses. It is, therefore,' quite 
possible that a firm may forget the fact that the fixed assets are falling in value due to 
wear and tear or passage of time, etc., It is, therefore, particularly important for the 
accountant or those in ch^ge of afifairs that they must remember this important fac |2 
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while preparing their final accounts. Even from the point of view of preparing a proper 
Balance Sheet, writing off depreciation is of great importance. To continue to sJiow 
machinery at Rs. 50,000 all these ten years, when the effective value of the machinery is 
much less, is surely wrong. One can say, therefore, that depreciation must be written off 
from the point of view of not only ascertaining proper profit or loss but also preparing a 
oroper Balance Sheet showing the various fixed assets at their effective value to the firm. 

From another point of view it is necessary to provide for depreciation. In the above 
ocample, when they first thought'thsft-it had made a profit ofRs. 40’,OOtf ■w^ithout consider¬ 
ing depreciation, it is quite possible that the proprietors withdrew the sum for their 
private use. Then there would be no.funds with the firm to re-place the old machinery 
when it becomes useless. If prope'r diepreciation had been written off every year, the firm 
would have calculated the profits correctly and in any case the amount set aside as depre¬ 
dation would not have been treated as a profit and used up by the proprietors. Thus 
writing off of depreciation would have ensured that in these ten years a sum of Rs. 50,000 
would have been collected and kept in the business so that when the asset became due 
for replacement, funds would have been available for the purpose. Depreciation, therefore, 
has to be written off also from the point of view of providing funds for replacement of 
assets when it falls due. Of course, there is no assurance that the new a^set would also 
cost the same as the old one. Usually due to the rise in prices assets have to be replaced at 
a much higher cost than previously. But, if proper depreciation is written off, funds at 
least equal to the value of the old asset would be available and the task of the firm in 
raising the balance of the funds would be much easier than if the funds for the entire cost 
of the new asset have to be arranged for. We may summarize by saying that depreciation 
should be written off for:(!) ascertaining the proper profit or loss of the firm; (2) present¬ 
ing the proper financial position of the firm in the Balance Sheet; and (3) providing 
funds for the replacement of assets at the proper time. 

Basic Factors for Providing Depreciation 

For calculating depreciation there are really only three factors. These are: 

1. the cost of the asset; 

2. the estimated scrap value at the end of its life. (Scrap value means the amount which 
can be realized by selling the remnants of the asset, may be even to a kabari. For 
example, a ‘car’ can always be sold as so many quintals of iron and steel); and 

3. the estimated number of years of the life of the asset. Here one should not take into 
account the actual number of years the asset can actually run. The life of the asset for 
this purpose should be taken to be that number of years for which the firm expects to 
use the asset, A certain machine may be capable of running for 30 years but if the 
firm thinks that after 20 years the machine will have to be replaced because of new 
developments, the life of the asset for this firm is only 20 years and not 30. 

So much depreciation should be written off that at the end of the life of the asset 
the book figure of the asset is reduced to its scrap value. Suppose a machine costing 
Rs. 50,000 is purchased. It is expected to work for 15 years at the end of which its scrap 
value is likely to be Rs. 3,000. So much depreciation has to be written off every year ths^t 
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at the end of the 15 years the book value of the machinery is Rs. 3,000. Here 
also mention one more fact tvhich may be taken into account, namely, interest. If th 
is willing to invest the amount written off as depreciation in outside securities it will 
interest. In such a case the total amount required both by way of the amount wri*^** 
off as depreciation and the interest expected to be received should be equal to Rs 4? OQg* 
When deprecialion is written off, we may pass entries in one of two ways. Eith 
the Depreciation Account is debited and the Asset Account is credited. In such a' 
the value of the asset in the books of the firm will dimmish year by year. The DepreciaS* 
Account, of course, is a loss and has to be written off in the Profit and Loss Acco t* 
Or, the Asset Account may l>e maintained intact and the depreciation written off' 
credited to a separate account called Provision for Depreciation Account. In such a case 
the entry is to debit Depreciation Account and credit Provision for Depreciation Account 
The Provision for Depreciation Account will show a credit balance and the different 
between the debit balance of the Asset Account and the credit balance of the Depredation 
Reserve Account will be equal to the book value of the asset, Depreciation, of course 
is written off to the Profit and Loss Account. ’ 

One should remember the following two points: 

1. The cost of the asset will include the cost of installation, etc., as already 
made clear in the chapter on Final Accounts while dealing with the distinction 
between capital and revenue expenditure. 

2, The depreciation is written off on the basis of the time the asset is actually 
in use. For instance, if the asset is acquired on 1st April, 1964, and the accounts 
are closed on 31st December, then in the first year depreciation -mil be only 
for 9 months and not for the full year. 

Methods for Providing Depreclatlott 

There are a number of methods for providing depreciation but the following four 
are the most important ones: ’ 

1, Fbccd Instalment Method (also called Fixed Pcixcnlage on Original Cost or j 

Straight Line Method), , ; 

2. Reducing Instalments Method (also called Fixed Percentage on Diminishing ^ 
Balances). 

3. Annuity Method. 

4, Depreciation Fund Method. 

We discuss these four methods below: 


1. Fixed Instalment Method 

Under this method depreciation is calculated by the following formula: 

Cost of the asse t minus the estimated scrap value 
Estimated life of the asset 
Suppose, a machine costing Rs.1,00,000 is installed. Its life is expected 
20 years at the end of which its scrap value is liktdy to be Rs. 10,000. Tho, 
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depreciation to 


be written off will be; 

Rs. 1,00,000-Rs.lO,000 
20 


or Rs.4,500 


Every year this sum has to be debited to Depreciation Account and credited either 
to the Machinery Account or Provision for Depreciation Account. Very often this method 
is expressed as Fixed Percentage on Original Cost. It may be expressed as follows; 
“10% on the original cost of machinery, say, 

Rs. 40,000." 


In such a case the annual depreciation will be always Rs. 4,000, that is to say, it 


will be calculated on Rs. 40,000 every year. 


niostratioa 46 

A firm purchased a machine costing Rs. 24,000 and installed it on 1st July, 1962, 
at a cost of Rs. 2,000. The firm closes accounts on 31st December, every year. Depreciation 
to be written off is 10% on the original cost. Prepare Machinery Account and Depreciation 
Account for 1962, 1963 and 1964. 


Solntion 

Or. MACHINERY ACCOUNT Cr. 
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Sale of Asset 


If an asset is clispo>cd of, the sale proceeds should be credited to the account 
the asset. Depreciation for the period (in the cun-ent year) the asset has been in use ^ if 
be calculated and credited to the asset account and debited to Depreciation Acco ” 
If the asset account still shows a debit balance, it is a loss and should be written off (debii^* 
Profit and Loss Account and crediting the account of the asset). If the credit side is bis ^ 
there is a profit. It should be transferred to the Profit and Loss Account. ‘ 

Suppose the machine in the illustration given above has been disposed of on ht 
April, 1965, for Rs. 17,000. Depreciation for 3 months is Rs. 650. Deducted from Rs. ig sqq 
( book vahie on 1st January, 1965) the book figure is Rs. 18,850. The amount realized ‘ 
Rs.17,000, There is a loss of Rs.1,850. The Machinery Account will appear as follows- 


Dr. Machinery Account 


TseS 

Jan. 1 

To llalaiicc b/cl 


Hs 

19,500 

1905 

Apl. 

ft 

»f 

1 

11 

ts 

By Deprreiation 

A/c (for 3 months) 
By Cash 

By Profit & Loss 
A/c (loss) 


Rs. 

650 

17,000 

1.850 




19,500 





19,500 


2i Reducing Instalments Method 

Under this method the depreciation is calculated not on the original cost but on 
the figure standing in the books. In the above case, for example, the value of machinery 
on 1st January, 196.3, is Rs, 24,700. If 10% depreciation is to be written off, the depreciation 
for 1963 will be Rs. 2,470, i.e., 10% of 24,700 and not Rs. 2,600. Under this method, 
illustration given above will be worked out as under (taking the question of sale on l$t 
April, 1965, at Rs. 17,000 also.) 


Dr. Machiaery Account Cr, 


July 1 

91 99 

To Cosh 

To Cash 


-K^T- 

24,000 

2,000 


”1362 

Dec. 31 

99 99 

By Dcprcriation 

A/c (for 6 months) 
By Bahance c/d 



- 




26,000 

— 




26,000 

h- 

1963 

Jan. 1 

To Balance b/cl 


24,700 

_ 

1963 
Dec. 31 

It II 

By Depreciation 

A/c (10 % on 

Ks. 24,700) 

By Balance c/d 


■ 

- 




24,700 





24,700 

- 

1964 
Jan. 1 

To Balance b/d 


22,230 

— 

1964 
Dec, 31 

99 19 

By Depreciation 

A/c (10% on 

Us. 22,230) 

By Balance c/d 


1^1 

- 




22,230 

- 




22,230 
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jgSS 

Jan. 1 



Ra. 


1965 





To Balance b/tl 


20,007 

— 

.Apl. 1 

By Cash 


17,000 


1 




By Depreciation 

A/c (10% on 

Rs. 20,007) 
for 3 months) 

1 

500 

17 





y 


1 




By Profit & Loss 
A/c (loss) 

1 

2,506 

83 



1 

20,007 

— 



1 

20,007 

— 





— 







Depreciation Account 


1962 










Dec. 31 

To Machinery A/c 


1,300 

— 

Dec. 31 

By Profit & Loss 


1,300 






A/c 


— 

1963 





1963 





Dec. 31 

To Machinery A/c 


2,470 

— 

Dec. 31 

By Profit & Loss 


2,470 






A/c 


— 

1964 





1964 





Dec. 31 

To Machinery A/c 


2,223 

— 

Dec. 31 

By Profit & Loss 


2,223 






A/c 


— 

1965 





1905 





Apl. 1 

To Machinery A/c 


500 

17 

Dec. 31 

By Profit & Loss 
A/c 


500 

17 












One should note that 10% on original cost will depreciate an asset fully in 10 years 
but 10% on dimini sh ing balance will not since the amount written off is diminishing 
every year. Therefore if this method is to be followed and the asset is to be written off in 
10 years, the raU of depreciation will have to be much more than 10%. 

Under the Reducin g Instalments Method (with a suitable rate of depreciation) 
the reduction in the value of the asset will be heaviest in the first year. This corresponds 
with the fact that as soon as an asset is put to use, it becomes second-hand and its value 
in the market falls a great deal. This is not so under the Fixed Instalments Method where 
the depreciation is imiform from year to year. 

Further, the total cost of using an asset consists of depreciation and the amount 
spent on repairs. Since the output remains uniform, the total of these two (depreciation 
and repairs) should be uniform from year to year. Under the Fixed Instalments Method, 
depreciation is constant and the amount spent on repairs will go up every year so that 
the total of these two will go up. Under the Reducing Instalments Method, the amount 
spent upon repairs goes up, but the amount written off as depreciation goes down every 
year. The total of these two, therefore, may remain constant. The Reducing Instalments 
Method is thus better than the Fixed Instalments Method. 

3. Annuity Method 

The two methods discussed above ignore interest on the amount spent on acquiring 
the asset. The total cost of using the asset should also include the interest lost; interest 
would have been earned had the money spent on the asset remained with the firm. The 
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Annuity Method of Depreciation takes interest into account. Interest at the current 
Js calculated mi the book figm-c i ^the asset and-debited to it, cred iting Interest AccoiJnr*^ 
A suitable amount is writteiTonas deprectation every year 'so^Iiat-t(IS"aSet a«3lint •' 
completely written off when its life is over. The amount written off is constant Both 
Interest and Depreciation Accounts are, of course, transferred to the Profit Loa 
Account Interest Account on tiit! credit aide and tltc ■BeprgCm^tion'AecounFon ' ffiti 

side. ■ ■ --—.—.— ----'-— 

Tlte amount to be written off is calculated from Annuity Tables^'extract from 
which is reproduced below). The Ta bles show the amount to bo written off each year 
for reducing one rupee to zero with in a g iven peri od at a give n rateofinterest"ffX7^^ 
if oneni^eis to“Eewritten off completely in 10 years, the annual balance earning interest 
@ 5%, the amount to be written off is 0.129505 (look hi the column headed 5% ag^t 
10 in the column for years). This figure multiplied by the cost of the asset will give the 
annual depreciation to be written off. 


Annuity Table 


Ttars 

! 3% 

3i% 

4%’ 


5% 

3 

0.353530 

0.356934 

0.360349 

0.363773 

1 

0.367205 

4 

0.26902 

0.2722SI 

0.275490 

0.278744 

1 

0.282012 

5 

0.218355 

0.221481 

0.224627 

0.227792 

0.230975 

6 

0.184398 

0.18766B 

0.190762 

0.193678 

0.197017 

7 

0.IG0506 

0.163514 

0.166610 

0.169701 

0.172820 

8 

0.142456 

0.143477 

0.148528 

0.151610 

0.154722 ' 

9 

0.128434 

0.131446 

0.134493 

0.137S74 

0.140690 

10 

0.11723) 

0.120241 

0.123291 

0.126379 

0.129505 

15 

0.083767 

0.086B25 

0.089941 

0.093114 

0.096342 

20 

0.067216 

0.070361 

0.073582 

0.076876 

O.OB0243 


Hlaatratioa 47 

On 1st January, 1960, a firm acquires a four-yeaj’ lease for Rs. 50,000. Depreciation 
is to he written off on the Annuity basis, assuming the rate of interest to be 5%. 

Show the various accounts. 

Solntloss 

JVbfti; Annuity Tables show that to write off Re.l in 4 years @ 5% interest, one miifr 
write off Rs. 282012. For writing off Rs. 50,000 the annual depreciation will b|^< 
282012 X 50,000= Rs.l4,100.60. ; jS 
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Dr. 


Lease Accoun t 

1550 " 


Q-, 


“TT 

14,100 

38,399 


1510 

Jan. 1 
bee. 31 


1961 
Jan. 1 
Dec. 31 


1962 
Jan, 1 
Dec. 31 


1963 
Tan. 1 
Dec. 31 


To Cash 
To Interest A/o 
(5% on 50,000) 


To Balance b/d 
To Interest Account 
(5% on 
Rs. 38,399.40) 


To Balance b/d 
To Interest A/c 


To Balance b/d 
To Interest A/c 


50,000 

2,500 

— 

52,500 

— 

38,399 

1,919 

40 

97 

40,319 

37 

26,218 

1,310 

77 

94 

27.529 

71 

13,429 

671 

11 

49* 

14,100 

60 


Dec. 31 


1961 
Dec. 31 


1962 
Dec. 31 


1963 
Dec. 31 


By Depreciation 
A/c 

By Balance c/d 


|By Depreciation 
A/c I 

By Balance c/d 


By Depreciation 
lA/c 

[By Balance c/d 


By Dqorcciation 
A/c 


52,500 


14,100 

26,218 


40,319 


60 

40 


14,100 

13,429 


27,529 


14,100 


14,100 


37 


71 


60 


60 


♦The interest comes to Rs. 671 
Rs.14,100.60. 


46, but it has been put as a balancing figure to make dq>reciation 


Interest Account 


MT 

Dec. 

1961 
Dec. 

1962 
Dec. 

1963 
Dec. 

31 

To Profit & Loss 

A/c 


-RiT 

2,500 

_ 

Dec. 

31 

By Lease A/c 


— 

2,500 


31 

To Profit & Loss 

A/c 


1,919 

97 

Dec. 

1962 
Dec. 

1963 
Dec. 

31 

By Lease A/e 


1,919 

97 

31 

To Profit & Loss 

A/o 


1,310 

94 

31 

By Lease A/c 


1,310 

94 

31 

To Profit & Loss 

A/c 


671 

49 

31 

By Lease'A/c 


671 

49 











' 



Depredation Account 


1905- 

Dec. 31 

To Lease A/c 


-ET 

14,100 

60 

”1560 

Dec. 31 

By Profit & Loss 

A/c 


14,100 

60 

1961 

Dec. 31 

To Lease A/c 


14,100 

60 

1961 

Dec. 31 

By Profit & Loss 

A/c 


14,100 

60 

1962 

, Dec. 31 

- 

To Lease A/c 

To Lease A/c 


14,100 

60 

1962 

Dec. SI 

By Profit & Loss 

A/c 


14,100 

60 

1963 

Dec. 31 


14,100 

60 

1963 

Dec. 31 

By Profit & Loss 

A/c 


, 14,100 

60 
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Profit and Loss Account 


1960 

Dec. 31 

To Depreciation 

A/c 


— 

14,100 

60 

ideO 

Dec, 31 

By Interest A/c 


- ET- 

2,500 


1961 

Dec, 31 

To Depreciation 

A/c 


14,100 

60 

1961 

Dec. 31 

By Interest A/c 


1,919 

97 

1962 

Dec. 31 

To Depreciation 

A/c 


14,100 

60 

1962 

Dec. 31 

By Interest A/c 


1.310 

94 

1963 

Dec. 31 

To Depreciation 

A/c 


14,100 

60 

1963 

Dec. 31 

By Interest A/c 


671 

49 












4, Depreciation Fund Method 

When depreciation is written off funds are collected for replacement of the asset 
concerned but the funds may not be in the form of cash. To ensure availability of liquid 
funds at the proper time, the amount equal to that written off as depreciation should 
be invested in readily saleable securities. At the required time the securities can be sold 
and the proceeds used to acquire the new asset. 

Since securities cam interest, and since interest can be surely re-invested, the 
amount to be written as depreciation can be reduced if only a certain sum is required 
at the end of a period. Ordinarily if Rs. 50,000 is required at the end of 10 years, Rs. 5,000 
must be set aside every year. But because of interest, something much less will do. Sinking 
Fund Tables show how much has to be invested every year to produce Re. 1 at the end 
of a certain period at a given rate of interest. An extract from the Sinking Fund Tables 
is given below; 


SinUng Fond Table 


Years 

3% 

3l% 

1 4% 

4 % 

- Wo - 

3 

30.323530 

0.321934 

0.320349 

0.318773 

0.317209 

4 

0.239027 

0.237251 

0.235490 

0.233744 

0.232012 

5 

0.188355 

0.186181 

0.184627 

0.182792 

0.180975 

6 

0.154598 

0.152668 

0.150762 

0.148878 

0.147017 

7 

0.130506 

0.128544 

0.126610 

0.124701 

0.122820 

B 

0.112456 

0.110477 

0.108528 

0.106640 

0.104722 

9 

0.098434 

0.096446 

0.094493 

0.092575 

. 0 090690 

10 

0.087231 

0.085241 

0.083291 

0.081379 

0.079505 

15 

0.055767 

0.051825 

0.049941 

0.048114 

0.046342 

20, 

0.037216 

1 

0.035361 

1 

0.033582 

0.031876 

0.030243 
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The Table shows that if we require Re. 1 at the end of 10 years, the rate of interest 
being 5%> annual investment will have to be Rs. 0.079505 plus the interest received 
each year. If the amount to be collected is Rs. 50,000, the annual investment will be 
Rs. 3,975.25 plus the interest received each year. 

If depreciation is calculated in this mamier and invested each year in outside 
securities, the method is known as the Depreciation Fund Method. The journal 
entries required for this method are given below. 

At the end of the First Year 

(1) Depreciation Account .. .. .. Dr.' 

To Depreciation Fund Account [With the instalment calculated 

(2) Depreciation Fund Investments Ajc .. Dr. [ from the S. F. Tables. 

To Bank 


T t litiniild b ** that flip iL sset is not credited with the depr eciation written off; 
it is credited to De preciation Fund. The first entry not only proviaes gepreciation bu t 
..i cn ai p fnifiM the intent ion to buy investments. The second entry records the actual carrying 
rni TnFthe intention . The Depreciation Account, of course, is transferred to die debit of 
the S^t and Loss Account. The Depreciation Fund Account and the Depreciation Fund 
Investments Account are balanced and are shown in the Balance Sheet, the former on the 
liability aide and the latter on the asset side. The asset continues to be shown at its original 
cost in the Balance Sheet. 

In the subsequent years the following entries are necessary: 

(1) Bank .Dr. 1 With the amoimt of interest 

To Interest on Depreciation Fund ^ actually received on investments. 

Investments Account 

(2) Interest on Depreciation Fund Investments 

Account . • • Dr. 

To Depreciation Fund Aje 

(3) Depreciation Account .. .. Dr. \ With the annual instalment. 

To Depreciation Fund Aje f 

(4) Depreciation Fund Investments Account .. Dr. \Thc annual instalment—plus 

To Bank f interest earned. 

In the last year also, interest will be received on Depreciation Fund Investments 
and the siun will be transferred to the Depreciation Fund Account. The annual instalment 
will be, as usual, debited to Depreciation Account and credited to the Depreciation Fund 
' Account, But no investment will be purchased. This is because at the end of the last year— 
when the asset has become useless—a new asset must be purchased which will necessitate 
the selling of all the investments. Hence there is no point in making an investment and 
realizing it on the same day. In the last year, therefore, entries Nos. (1), (2) and (3) will 
be repeated. Entry No. (4) will not be made. 

The position now will be that the asset will show a debit balance equal to the origi¬ 
nal cost, the Depreciation Fund Account will show a credit equal (almost) to the value 
of the asset and the Depreciation Fund Investments Account will show a debit balance 


} The interest received is trans¬ 
ferred to the credit of Depre¬ 
ciation Fund Account. 


254 


ELEMENTS OF BOOK-KEEPING AND AGOOUNTANGY 


somewhat less (because no investment has been made at the end of the last year) tViar^ 
balance of the Depreciation Fund Account. The investments will be sold. The proceeds 
will be utilized to buy the new assets. If there is any profit or loss on sale of investments, 
it will be transferred to the Depreciation Fund Account. The old asset is written off by 
transfer to the debit of Depreciation Fund Account, If the Depreciation Fund Account 
shows some balance, it is closed by transfer to the Profit and Loss Account. 

In the last year, therefore, the following entries are made: 

(1) Bmh .Dr, "I with the amount of interest 

To liikrest on Depreciation Fvttd J- received on investments. 

Investments Account I 


(2) Interest on Depreciation Fund Investments | 

AJe .Dr. > 

To Depredation Fund Account J 

(3) Depreciation Account .. .. .. Dr. 

To Depredation Account Fund J 

(4) Bank .Dr, j 

7b Depreciation Fund Investments Ale > 

(5) Depredation Fund Investments Aje .. Dr. 

To Depredation Fund Account 
or 

Depredation Fund Aje .. .. Dr. 

To Depredation Fund Investments Aje ^ 

(6) Depredation Fund Aje .. .. Dr 

7b Asset Account J 

(7) Depredation Fund Aje ., .. Dr. " 

To Pjqjit & Loss Aje 
or 

Profit & Loss Afc ,. .. ,. Dr. 

To Depreciation Fund Aje 


With the amount of the 
interest. 

With the annual instalment. 

With the net sale proceeds 
of Depreciation Fund Invest¬ 
ments. ' 

Profit (or loss) on sale of 
investments transferred to the 
Dep. Fund Account. 

With the book value of the 
asset. 

Any balance remaining in the 
Depreciation Fund A/c trans¬ 
ferred to the Profit & Loss 
Account. 


The above arrangement for writing off depreciation and providing for replacement 
of the old’Tisset by a new one (Depreciation Fund) is also known as “Sinking Fund to 
Keplace a Wasting Asset”. 


niusttadon 48 

A firm acquires a four-year lease on 1st January, 1960, for Rs. 40,000. The firm ■ 
V decides to establish a Depreciation Fund for its replacement. Interest is expected to be- ' 

. earned at 5%. ' 

^ December, 1962, the balance at bank (before receipt of interest on 
H :'Depmciafion Fund Investments) ■vyas Rs. 26,000. Investments were sold for Rs. 29,Cj00. , 
&'''r^? 5 W >lehse was acquired for Rs. 45,000. ' , - - ’ 

' ' I jo'irnal entries and ledger accounts relating to the above, „ , • ■ ^ 
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Solation 

jfott: The Sinking Fund Tables show that Re. ,232012 has to be invested every 
year to produce Re. 1 at the end of four years @5%. For Rs. 40,000, the sum required 
is Rs. 9,280.48. This is the annual depredation. 

_JOURNAL* _Dr. Gr. 


BSo 

Jan. 

1 

Lcauc Account e. .. 4 . 

To Bank Account. 

Purchase of lease for four years ., 

Dr. 


Rs. 

40,000 

— 

Rs. 

40,000 

— 

Dec. 

31 

Depreciation Account. 

To D^reciation Fund A/c ., 

Annual Depreciation On Lease, credited 
to Depreciation Fund 

Dr. 


9,280 

48 

9,280 

48 

‘ l» 

1961 

Dec. 

31 

\ '■/' 

Dnreciation Fund Investments A/c .. 

To Bank Account. 

Purchase of investments against 
Depreciation Fund .. .. 

Dr. 


9,280 

48 

9,280 

48 


Bank Account .. .. _ .. 

To Interest on Depreciation Fund 

Investments Account. 

Interest received on Dep. Fund 
Investments @ 5%. 

Dr. 


464 

02 

464 

02 

$t 

II 

Interest on Dep. Fund Investments A/c 
To Depreciation Fund A/c .. .. 

Transfer of Interest on Dep. Fund 
Investments to Depreciation Fund... 

Dr. 


464 

02 

464 

02 

II 

II 

Depreciation Ajp . 

To Depreciation Fund A/c .. 

Annual depreciation credited to 
Depreciation Fund. 

Dr. 


9,280 

1 

48 

9,280 

48 

If 

1962 

Dea 

13 

Depreciation Fund Investments A/c . . 

To Bank Account. 

Purchase _ of investments against 
Depreciation Fund ., .. .. 

Dr. 


9,744 

50 

1 

9,744 

50 

31 

Bank Account. 

To Interest on Dep. Fund Invest¬ 
ments Me .. .. .. .. 

Interest @ 5% on Rs. 19,024.98 — the 
Dep. Fund Investments 

Dr. 


951 

25 

951 

25 

II 

II 

Interest on Dep. Fund Investments A/c 
To Depreciation Fund A/c .. 
Transfer of the former account to 
Depreciation Fund .. .. 

Dr. 

-C 

951 

25 

951 

25 

II 

II 

Depreciation Account . 

To Depreciation Fund A/c .. 

The annual droreclation credited to 
Depreciation Fund .. .. .. 

Dr. 


9,280 

48 

9,280 

48 


II 

, Depreciation Fund Investments A/c .. 
To Bank Account 

Purchase of investments for the annual 
depreciation and interest 

Dr. 


10,231 

73, 

10,231 

73 


•'Ladger aqcounts should be coiutaptly checked against ^9 glyeii belovir. ,, ‘ j ;>■; 
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Gr. 

Iks. I 


Dr. 


T5S3- 

Dec. 

31 

Bank Account. 

To Interest on Dep. Fund Invest¬ 
ments A/c 

Receipt of inteiest on Dep. Fund Invest¬ 
ments 

Dr. 


Rs. 

1,462 

84 

"•ks. - 

1,462 

84 


99 

Interest on Dep. Fund Investments A/c 
To Depreciation Fund A/c 

Transfisr of the former account to 
Depreciation Fund .. 

Dr. 


1,462 

84 

1,462 

84 

» 

99 

Depreciation A/c . 

To Depreciation Fund A/c .. 

Annual depreciation credited to 
Depreciation Fund. 

Dr. 


9,280 

48 

9,280 

48 


99 

Bank Account. 

To Depreciation Fund Investments A/c 
Sale proceeds of Depreciation ^ind 
Investments.' .. 

Dr. 


29,200 


29,200 

— 

99 

99 

D^reciation Fund A/c. 

To Depieciation Fund Investments 

A/c .. .. .. 

Transfer of the loss on Dep. Fund 
Investments to Depreciation Fund .. 

Dr. 


56 

71 

56 

71 

99 

99 

Depreciation Fund A/c .. 

To Lease Account. 

Transfer o! Lease Account to the 
Depreciation Fund A/c, the Lease 
having to be written off .. .. 

Dr. 


40,000 


40,000 

- 

99 

19 

Profit & Loss Account .. .. .. 

To Depreciation Fund A/c ., ., 

Depreciation Fund A/c closed by 
transfer of debit balance to ^fit & 
Loss Account. 

Dr. 


56 

68 

56 

68 

-99 

99 

New Lease Account. 

To Bank Account 

New Lease acquired for Rs. 45,000. .. 

Dr. 


45,000 


45,000 

— 


LEDGER 

Dr. Lease Account _ Gr. 


1960 

Jan. 

1 

To Bank 


Rs. 

40,000 


1960 

Dec. 31 

By Balance b/d 


Rs. 

40,000 


1961 

Jan. 

1 

To Balance b/d 


40,000 

■■■ V ' 

1961 

Dec. 31 

By Balance c/d 


40,000 


1962 

Jan, 

1 

To Balance b/d 


40,000 

—. 

1962 

Dec. 31 

1963 

Dec. 31 

By Balance c/d 


40,000 

— 

1963 

Jan. 

1 

To Balance b/d 


40,000 


By Depreciation 
Fund A/c 
Transfer 


40,000 


























DEPRECIATION 


257 


Depredation Fiuul Account 


ISST" 
Dec. 31 

To Balance c/d 


9,280 

48 

1960 

Dec. 31 

By Depreci¬ 
ation A/c. .. 


9,280 

48 







1961 

Dec. 31 

To Balance c/d 


19,024 

98 

Jan. 1 
Dec. 31 

»> » 

By Balance b/d 

By Interest on 
Dep. Fund 

Inv. A/c. ., 
By Depreci¬ 
ation A/c. .. 


9,280 

464 

9,280 

48. 

02 

48 




19,024 

98 




19,024 

98 

1962 
Dec, 31 

To Balance c/d 


29,256 

71 

1962 

Jan. 1 
Dec. 31 

>» 

By Balance b/d 

By Interest on 
Dep. Fund 

Inv. A/c. 

By Depreci¬ 
ation A/c. ,. 


19,024 

951 

9,280 

98 

25 

48 




29,256 

71 




29,256 

71. 

1963 
Dec. 31 

To Lease A/c 
Transfer 

To Loss on 

Dep. Fund 
Investments 


40,000 

56 

71 

1963 

Jan. 1 
Dec. 31 

>1 

By Balance b/d 
By Interest on 
Dep. Fund 

Inv. A/c. 

By Dep, A/c. 

By P & L A/c. 


29,256 

1,462 

9,280 

56 

71 

84 

48 

68 




40,056 

71 




40,056 

71 


Depreciation Account 



To Dep. Fund A/c. 

■ 

9,280 

■ 


By P fit L A/c 


9,280 

48 

1961 
Dec. 31 

To „ 

1 

9,280 

48 

1961 

Dec. 

31 

By „ 


9,280 

48 

1962 
Dec. 31 

To „ 

■ 

9,280 

48 

1962 

Dec. 

31 

By „ 


9,280 

48 

1963 
Dec. 31 

To 

1 

9,280 

4^ 

1963 

DMv 

ai 

By „ 


9,280 

48 

Dr. 

Depre< 

-r- 

elation Fund 1 

nvestmontB Account 


Gr. 


To Bank 


9,280 

H 

1960 

Dec. 

31 

By Balance c/d 


9,280 

48 

1961 

Jan. 1 
Dec. 31 

To Balance b/d 

To Bank 
(Rs. 9,280. 48 
-1-Rs. 464. 02) 

1 


48 

50 

1961 

Dec. 

31 

By Balance c/d 


91,024 

98 



■ 


m 





19,024 

98 

1962 
Jan. 1 
Dec. 31 

To Balance b/d 

To Bank ,, 

1 

19,024 

10,231 

98 

73 

1962 

Dec. 

31 

By Balance b/d 


29,256 

71 

1963 ' 
Jan. 1 




TT 

1963 

Dec. 

9 > 




29,256 

7l 

To Balance b/d 

1 

29,256 

71 

31 

19 

By Bank 

By Dep. Fund 
A/c. (Loss).. 


29,200 

56 

29,256 

71 

IZE 



■ 


'TT 



, 

. 
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Interest on Depred&tion Fund Investments Account 


IMI 

Dec. 31 

To Dep. Fund 
Transfer 


464 

02 

1961 

Dec. 31 

By Bank 


464 

02 

1962 
Dec. 31 

To „ 


931 

25 

1962 

Dec. 31 

By Bank 


931 

25 

1963 
Dec. 31 

To 


1,462 

84 

1963 

Dec. 31 

By Bank 


1,462 

84 





1 - 







Bank 


TSeS 

Dec. 31 

*y i> 

To Balance h/d 

To Interest on 
Dep. Fund 

Inv. A/c. 

To Dep. Fund 
Investments 

A/c. (Sale 
proceeds) 


26,000 

1,462 

29,200 

84 

1963 

Dec. 31 

*) ft 

By New Lease 
A/c. 

By Balance c/d 


45,000 

11,662 

» 

84 




56,662 

B4 




56,662 

84 

1964 
Jan. 1 

To Balance b/d 


11,662 

84 









Now 1 

..ease Account 

T353 

Dec. 31 

To Bank ., 


45,000 

ii 






SUuAtvation 49 

Trchan & Go., ptirchased machiaery for Rs. 90,000 on 1st January, 1952. Its 
expcbted life was 15 years. A Depreciation Fund was established to provide for replacement. 
Investments produced 5% interest annually. On 1st January, 1964, the Depreciation 
Fund stood at Rs. 78,000. The annual amount credited to the Depreciation Fund was 
Rs. 4,200. 

On 31st December, 1964, the company decided to replace the machinery at a 
cost of Rs. 1,30,000. The old machinery realized Rs. 10,500. The Depreciation Fund 
Investments fetched Rs. 81,500 on sale. 

Show the necessary ledger accounts for 1964 in the books of the company. 

Solntion 

Machinery Account 


reW ' 

Jan. 1 

To Balance b/d 

. ' - 


~Tsr- 

90,000 

Dec. 31 

By Bank 

By Depreci¬ 
ation Fund 

A/c. Transfer 

1 

Rs.' 

10,500 

79,500.^ 




90,000 
1 - - ■ 

1 


1 

90.iK)Q' 
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Of. 


New Machinery Account 

Cr. 

mr- 

Jan, 1 

To Bauk 

1 l,3()!mH); ! 

1 1 

|, Rb. 

ii 


; i 

Depreciation Fund Account 

.1 iBii'f i 1 

ii 


Dec. 31 


To Machinery 
A/c 

To P & L A/c. 
Transfer 



lly llalaucc b/d 
liy Interest on 
Ut“p. Fund In- 
VMtmentsA/c. 
By ]3ep. A/c 
By Dep. Fund 
Iiiv. A/c 
(gain on sale) 


7«,00(l 


3,900 

4,200 


3,.WO 


89,600 


Depreciation Fund Investment Account 


W I 

Dec. 31 

To Balance b/d 

To Dep. Fund 
Account 

Transfer of 
profit 


78,000 

3..j00 

190? 

Dec. 31 

By Bank (Sale 
proceeds) 


81,500 


' 


81,.WO 




81,500 

Bank Account 


ISBT” 
Dec. 31 

)i II 

II II 

To Machinery 
Account 

To Interest on 

Dep. Fund 
Investments 

To Dep. Fund 
Investment 



Dec, 31 

To New Machi¬ 
nery Account 


1,30,000 


Interest on Depreciation Fund Investment 


1964 
Dec. 31 

To Dep. Fund A/c. 
transfer 

1 

3,900 

i55? 

Dec. 31 

By Bank 


3,900 



■ 

3,900 




3,900 



mm 







EXERCISE XU 

1. What is the meaning assigned to the term ‘Depreciation’ in accountancy ? 
Also describe the various causes of depreciation. 

- 2, What types of assets require ‘depreciation’ P Also discuss the reasons why 
it is needed. 

3, Discuss the various basic factors that require consideration for ascertaining 
the amount of depreciation required on a certain asset. . 

' 4, Enumerate the important methods of providing depreciation. Which of 

'‘i is the best and why ? - 
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5. Shyam & Bros, purchased second-hand machinery for Rs. 12,000 on 
1st January, 1961. Rs. 3,000 were spent on overhauling and installation. The 
machinery was depreciated at 15% per annum on the original cost. On 31st December, 
1963, the machinery was discarded and sold for Rs. 5,000. 

Show the Machinery Account for three years, 
(dns: Amount of loss on sale Rs. 3,250), 

6. On 1st April, 1960, X & Y Go., installed machinery at a total cost of 
Rs. 40,000. Assuming that books are closed every year on 31st December show the 
Machinery Account for 1960, 1961 and 1962, if depreciation is to be provided at 
10% per annum (a) on straight line method, or [b) on diminishing balancing method. 

(dnf*. Balance (o) Rs. 29,000, (6) Rs. 29,970), 

7. Machinery costing Rs. 30,000 was acquired by ABC & Go., on 1st 
January, 1963. Depreciation was provided on reducing instalments method at 15%. 
On 30th June, 1965, the machine had to be discarded and sold for Rs. 15,800, On 
the same date a new machine was purchased and installed for a total cost of 
Rs. 50,000. Prepare Machinery Account for the year ending 31st December, 1965, 
assuming the new machiitery is also depreciated at 1.5% per annum. Calculations 
to be made to nearest rupee, 

{Ans\ Loss on sale, Rs. 4,249 j Balance, Rs. 46,250). 

8. A Lease costing Rs. 40,000 was acquired by a company on 1st January, 
1960, for a period of five years. It was decided to depreciate by the annuity method, 
interest being charged at 5% per annum. The interest tables showed that 
Re. 0.230975 was to be written off amiually in order to write off Re. 1 in 5 years 
@5?/(, interest. 

Prepare the Lease Account for the first three years. 

(Alls; Balance on 1st January, 1963, Rs. 17,179.05 P). 

9. A firm acquires a lease for four years for Rs, 30,000 on 1st Jaiiuary, 1961. 
The firm establishes a Depreciation Fund for its replacement. Interest is expected 
to be earned at 5%. Every year Rs. 6,960 is to be transferred to Depreciation Fund 
Account. 

On 31st December, 1964, the balance at bank before receipt of interest on 
Depreciation Fund Investments was Rs. 22,500. Investments were sold for Rs. 24,000. 
A new Lease was acquired for Rs. 35,000. 

Give journal entries and ledger accounts to record the above, 

10. A firm purchased machinery for Rs, 30,000 on 1st January, 1954. Its 
expected life was 10 years, A Depreciation Fund was established to provide for 
replacement. Investments produced 5% interest annually. On 1st January, 1963, the 
Depreciation Fund stood at Rs. 25,500. The annual amount credited to Depreciation 
Fund was Rs. 2,385. 

On 31st December, 1963, the investments were sold for Rs, 26,900. The old 
machinery was sold for Rs. 2,500 and new machinery was acquired for Rs. 40,000. 

Write up Machinery Account and Depreciation Fund Account for 1963;- 

(Gr. Balance transferred to P & L Account, Rs. 3,060.) ! 


ii 



CHAPTER XHI 


Consignments 


Meaning^ 

Ordinarily, when one person sends goods to another person, he is said to consign 
thegoods, Thus consigning goods may appear to mean sending of goods. But in accountancy, 
the term has a special meaning. It means transferring possession of goods to someone else 
50 that he sells them on behalf and at the risk of the real owner. The ownership of goods 
is not transferred, only physical possession is given. The purpose is that the goods should be 
sold on behalf of the owner. When goods are sent on this basis, the sender is known as the 
consignor and the^mgjijycr is called the consignee. The consignee does not buy the goods; 
he merely undertakes to try tt^scll them and hand over the proceeds, after deducting his 
Hcpenscs ^d remuneration, to the consignor. 

Relationship between Consignor and Consignee 

The Consignor is the princip al, the Consignee is the agen t. Their mutual relations 
are governed by the law of agency and, of course, by the terms of the contract between 
themselves. The consignee is a special kind of agent who is in possession of the goods. He 
passes good dtle to those who buy from him even if he seMs-the goods In' contravention of 
the principal’s instructions. Suppose, the consignor instructs the consignee not to 
sell the goods below 'a pdrtain price. If the consignee sells the goods below the 
stipulated price, the buyer will have good title to the goods. The consignor riiay, 
of course, ask the consignee to pay damages for breaking the terms of the contract 
with him. ■■ 

Like all agents, the consignee must render true accounts to the consignor, be 
faithful to him and act according to his instructions. He is cntitlpd to his remunetation 
and expenses incurred by him on, behalf of the consignor. In fact these suriis can be 
deducted from the sale proceeds of the goods. If goods have not been sold yet, he can hold 
goods till his dues are paid. . 

The consignor does not sell the goods. Therefore, he cannot ask the consignee to 
pSy the price of the goods, unless the goods are sold and sale proceeds realised. Expenses 
Wcurred on sending the goods are also not recoverable from the consignee. On the other 
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hand, the consignor must make good the expenses incurred by the consignee and must pay 
the agreed remuneration. 

On despatching the goods, the consignor does not prepare in invoice since the 
consignee cannot be debited with the value of goods. For informing the consignee and 
for proper record, a proforma invoice is made out. It is a statement like an invoice in 
appearance but without being an invoice actually. 

The profoma invoice appears as under: 

Ooodluck Traden Proforma Invoice 156, Chandai Ghowk ’ 

for goods sent on Consignment basis to Delhi. 

M/s. Puri & Khanna, 5th Sept, 1968, 

Hall Bazar, Amritsar. 



E. &. O. E. For Goodluck Traders 

G. Sethi, Manager. 


From the above it appears that Goodluck Traders are the consignors and 
M/s Puri & Khanna are the consignees. Goods worth Rs, 15,000 havejjeen consigned oa , 

which a sum of Rs, 170 has been spent as expenses. 

, ) 

Account Sales 


The consignee informs the consignor about the sales made by means of a statement ; 
called “Account Sales”. This may be prepared monthly and certainly when the gopds 
have been sold. Suppose M/s Puri & Khanna send Rs. 10,000 as an advance to Goodluck , 
Traders and sell the goods for Rs, 22,000 and pay Rs. 600 as freight and Rs. 150 as other 
expenses. Their commission is 10% on sales. The Account Sales will be like the following: 

Account Sales of ready-made shirts received from and sold 
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Qominlssioii 

Usually the consignee is remunerated on the basis of a certain percentage on sales 
made. In the example given above, M/s Puri & Khanna receive 10% of the sales as their 
ordinary commission, the agent or the consignee does not guarantee 
performance of the contract on the part of those who buy goods from him. If a person 
buys goods on credit and fails to pay the amount, the loss has to be borne by the consignor. 
This risk can be passed on to the agent by giving him an extra commission called Del 
Credere Commission. This commission is paid on the total sales. 


Advance 

The consignor is usually called upon to pay a certain sum of money as advance. It 
may be in the form of cash or bank draft or in the form of a bill of exchange. The bill of 
exchange may, of coiurse, be discounted. But the discount charges are not to be treated 
as a consignment expense. The advance will be adjusted as and when sales are effected, 
that is, the advance will be deducted from the sale proceeds. 

Record in Books of the GonsignoX 

The consignor may choose not to pass any special entries on despatch of goods. 
Of course, on payment of expenses, he will have to record them in the Gash Book. On 
receipt of Account Sales, he may credit sales and debit the consignee, and for expenses, 
credit the consignee and debit various expense accounts. This procedure is faulty because 
this would not show profit or loss on various consignments separately. It would be better 
tQ know what profit has been earned on each consignment. For this purpose, a separate 
^ consignment account should be opened for cacl\ consignment. The account has to be_debited 
. with the cost of goods sent. Expenses incurred both by the consignor and the consignee 
should be debited to this account. Commission payable to the consignee should also be 
debited to this account. The account will be credited with the sale proceeds and then it 
will,show profit (if the debit side is shorter) or loss (if the debit side is bigger). 

The entries are listed below: 


On despatch of goods; 

1. Debit Consignment Account 

Credit Goods Sent on Consignment AJe 

On payment of expenses s 

2. Debit ConsigniHent Account 
Credit Bank Account 


} 

} 


With the cost 
of goods sent. 

\ 

With the amount spent 
on the consignment. 


On receipt of advance from Consignee; 

3. Debit Bank Account, or, 

Bills Receivable Account 
Credit Consignee's Personal Account 



With the amount 
received, 
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On receipt of Account Sales from the Consignee: 

4. (a) Debit Consigtiee’s Personal A\c 

Credit Consignment Account 

(b) Debit Consignment Account 
Credit Consignee's Personal Ale 

Transfer of profit on consignment: 

5. Debit Consignment Account 
Credit Profit & Loss Account 
(If there is a loss, this entry will be reversed). 

Goods sent on Consignment Account is transferred to the Purchases Account or 
Trading Account. On receipt of amount due from the consignee, his account will be 
credited and Bank Account debited. 


With the sale proceeds as 
shown by the Account Sales. 

With expenses incurred and 
commission due to the consignee. 


lUustratiou 50 

M/s Nanda & Mchra send 100 bicycles to their agent Gulab Singh at Simla to be 
sold on consignment basis. Each bicycle costs Rs. 120. Expenses incurred by the principal 
are; 

Packing & Delivery . .. .. .. Rs. 200 

Insurance .Rs. 150 

The agent accepts a bill of exchange at 3 months for Rs. 8,000. On receipt of goods 
he pays Rs. 400 as freight and Rs. 200 as godown charges. He sells the bicycles at Rs. 160 
each. His commission is 10% plus 2% Del Credere. He remits the amount due. The bill 
is also met. 

Give journal entries and ledger accounts in the books of M/s Nanda & Mehra. 

Solution ' 

JOURNAL Dr. Cr. 


Consignment to Simla Account ’ 

To Goods Sent on Consignment A/c 

100 bicycles @ Rs. 120 sent to Gulab 

Singh of Simla on consignment basis. 

Dr. 


Rs. 

12,000 

- K 

12,000 

Consignment to Simla Account 

To Bank Account 

Expense incurred on the 
consignment to Simla. 

Dr. 


350 

350 

Bills Receivable Account 

To Gulab Singh 

Acceptance received fium 

Gulab Singh as advance. 

Dr. 


8,000 

• 8,000 

Gulab Singh 

To Consignment to Simla Account 

Sales made Iw Gulab Singh as per 
his Account Sales. 

Dr. 


16,000 

16j000 
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Gr. 


Consignment to Simla Account 

To Gulab Singh 

Amounts due to Gulab Singh for: 

Freight Rs. 400 

Godovvn Charges Rs. 200 

Commission 

12% on Rs. 16,000 Rs. 1,020 

Dr. 


-KT” 

2,520 

Rs. 

2,520 

2,520 





Consignment to Simla Account 

To Profit & Loss Account 

Profit earned on the consignment i 

transferred to Profit & Loss A/c 

Dr. 


1,130 

1,130 

Bank Account 

To Gulab Singh 

Amount due from Gulab Singh 
received. 

Dr. 


5,480 

5,480 

Bank Account 

To Bills Receivable Account 

Amount received against Gulab 

Singh's acceptance. 

Dr, 


8,000 

8,000 

Goods Sent on Consignment Account 

To Trading Account 

Transfer of the former account. 

Dr, 


12,000 

12,000 


LEDGER 


Consignment to Simla Account 

Or. I Cr. 



Goods Sent on Consignment Account 


I'i'o Irrading Account 
Transfer 


Rs;'" 

12,000 



—KT- 
12,000 






By Consignment to 
Simla Accoimt 


]VM 

Kli c,k.. 
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Gulab Singb 


, 

To Consignmeni to 

Simla Account 
(Sale proceeds) 


iG,ooo; 


By Bills kcccivable 

A/c 

By Consignment to 

Simla A/c 

Expenses and 

Commission 

By Bank Account 




16,000 




Bills Receivable Account 


To Gulab Singh 


B,000 


By Bank Account 


8,000 




!■ 





Record in the Books of the Consignee 

The consignee passes no entry on receipt of goods, but; 

(a) when he pays an advance to the consignor, he debits Consignor’s Personal Account 
and credits Bank Account (or Bills Payable Account, if a bill is accepted); 

(b) when he pays expenses on behalf of the consignoi, he debits Consignor’s 
Personal Account and ci-edils Bank Account; 

(c) when he sells goods on behalf of the consignor, he debits Bank Account and credits 
Consignor’s Personal Account; 

{d) when he earns commission, he debits Consignor’s Personal Account and credits 
Commission Account; and 

(e) when he settles the account of the consignor, he debits Consignor’s Personal 
Account and credits Bank Account. 

The en tries in the books of Gulab Singh, in the illustration given above, are as follows: 




JOURNAL 


Dr. 


Cr. 


M/s Nancia & Mehra 

To Bills Payable Account 

Acceptance sent to M/s Nanda & 

Mehra against consignment of 100 
bicycles. 


Dr. 


ks. 

8,000 

- RT- 

8,000 

M/a Nanda & Mehra 

To Bank Account 

Expenses incureed on coiuignmeiU 
from M/s Nanda & Mehra. 


Dr. 


600 

, 600 

Bank Account 

To M/s Nanda & Mehra 

Sale proceeds of Consignment. - 


Dr. 


16,000 

- 16,000 

M/a Nanda & Mehra 

To Commission Account 

Commission @ 12% on Rs. 16,000 
sale ex consignment. 


Dr. 


1,920 

1,920 

M/s Nanda & Mehra 

To Ba"k Account 
.\ccount of co:isignors seilled. 


D^. 


5,480 

5,480 

iBilN Pi'tyablc .\ccouni 
! To Rank Accourt 

'AcLeptanre to M/s Nanda & Mehra mri. 


Dr.' 

1 

8,000 

1 

8,000 
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LEDGER 

M/s Nanda & Mehra Qr, 


? 

Xo Bills Payable A/c 

To Bank A/c (Expenses) 

To Commission A/c 

To Bank Account 

ii 

? 1' 0,0001 
i! GOO,: 

1 1,92011 

il 5.480;| 

By Bank A/c 
(Sale proceed!.) 


16,000 



Il lfi.000 




16,000 






— 

Dr. 


Bills Fayulile Account 

Cr. 

? 

To Bank Account 

i; 0,000 


By M/s Nanda & 

Mehra 


8,000 

Commission Account 

? 

To Prohi & Loss 

A/c Transfer 

? Il 

j| 1.920 

|By M/s Nanda & 

1 iMchra 

i 1 


1,920 


Bad Debts 

If the goods have been sold on credit and if subsequently there aie some bad debts, 
the treatment will depend upon whether or- not the agent received Del Credere commission. 
If no del commission is paid, the consignor will debit Consignment Account and credit 
Consignee’s Account. If Del Credere commission is paid, the consignor is not responsible 
for the bad debt and he will pass no entry. 

The consignee will credit the customer who turns bad and debit the consignor, in 
case BO Del Credere commission is received. But in the other case, when the agent 
receives Del Credere commission, he will debit commission Account and credit the 
customer—^he must bear the loss on bad debts. 

Stock Unsold 

We discuss the valuation of unsold stock in the hands of'the consigiree a little 
later. But once the value has been determined the consignor will: 

Debit Stock on Consignment Account and Credit Consignment Account. 

The profit (or loss) on consignment should be determined only after passing this 
entry. Stock on Consignment Account is Consignor’s asset and should be shown in his 
balance sheet. Next year, it will be transferred to the Consignment Account, 

The consignee passes no entry for stock misold, since the goods arc not his property. 

Illustration 51 , ' 

On 16th August, 1964, Robertson of Bonabaysends goods costing Rs. 12,500 to Gupta 
Bros., of Delhi to , be sold on consignment basis. Robertson insures expenses amounting 
to Rs. 267. The goods are received by Gupta Bros., on 20th August^who immediately accept 
a bill of exchange payable after three months, for Rs. 8,000. On 23rd August, Robertson 
gets the bill discounted at $% per anpum. On. 31st December, Roberteon receives an 
Account Sales from Gupt^ Bros., showing that sales have been effected totalling Rs, 10,380. 
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Theexpcnscsincurredby Gupta Bros., are Rs. 598. GuptaBros.j are entitled to a conunis- 
.sion of 5% on sales. The cost of goods lying unsold with them is ascertained to beRs. 4 , 724 . 

Give journal entries and prepare important ledger accounts in the books of both 
parlies assuming that the balance due from Gupta Bros., is received along with Account 
Sales. 


Solution 

IN THE BOOKS OF ROBERTSON 


Journal Dr. Gr. 


1964 

Aug. 

16 

Consignment to Delhi A/c. . 

To Goods sent on Consignment Account 

Cost of goods sent to Gupta Bros., of Delhi to be 
sold on consignment. 

Dr. 


Ks, 

12,500 

0 

0 

St 

St 

Consignment to Delhi A/c. 

To Gash Account . . 

Expenses incurred on consignment to Delhi. 

Dr. 


267 

267 

a 

)1 

Bills Receivable A/c. 

To Gupta Bros. 

Acceptance received from Gupta Bros, as 
advance against goods consigned to them. 

Dr. 


B,000 

8,000 

It 

23 

Cash Account. 

Discount Account . . 

To Bills Receivable A/c. . 

Ibrocecds received on the discounting of Gupta 
Bros, acceptance for thice months at 6% 
pel annum. 

Dr. 

Dr. 


7,880 

120 

8,000 

Dec. 

31 

Gimta Bros. . 

To Consignment to Delhi . 

Total sales effected by Gupta Bros, on consign¬ 
ment basis. 

Dr. 


10,380 

10,380 


a 

Consignment to Delhi. 

To Gupta Bros. 

Expenses amounting to Rs. 598 incurred by 
Gupta Bros, and commission earned by them, 
amount being Rs. 5^9. 

Dr. 


1,117 

1,117 

»l 

a 

Gash Amount . 

To Gupta Bros. 

Balance received from Gupta Bros. 

Dr. 


1,263 

1,263 

if 

it 

Closing Stock (on Consignment A/c. 

To Consignment to Delhi . 

Value of stock still lying -wllh Gupta Bros. 

Dr.- 


4,724 

4,724 


)> 

Consignment to Delhi . 

To Profit and Loss Account 

Transfer of profit on consignment to Delhi to 
Profit & Loss A/c. 

Dr. 


1,220 

1,220 

»3 

IS 

Goods Sent on Consignment Account .. 

■ To Trading Account. 

Transfer of amounts in Goods sent on consign¬ 
ment Account to Trading Account. 

Dr. 


12,500 

12,500 














CONSIGNMENTS 
CJotisigniiienl lo Delhi Account 





Rs. 

1964 


16 

To Goods Sent 



Dec. 

31 By Gupta Bros, 


on Consignment 


I2,.'i00 


(Sale proceeds) 


To Cash 



»* 

„ By Closing Stock 


(Expenses) 

4 

2(j7 


on Consignment 

31 

To Gupta Bros. 


. 




(Expenses and 


1 




Commission) 


1,117 




To Profit & Loss 

„ 




A/c. transfer of 

(k 




profit. 

1 1,220 





1 1.5,104 




1964 

Dec. I 31 I To Consignment 
I , I to Delhi (Sales) 


1964 

Dec. 31 To Trading A/c. 
transfer 


1964 

Aug. I 20 I To Gupta Bros. 


Gupta Brot. 


10,380 


Goods Sent on Coiisigimienl Account 


1964 

Aug. 10 By Consignment 
to Delhi A/c, 


Bills Receivabli Account 


1964 

Aug. 

23 

By Cash' A/c. 



By Discount A/c. 


Closing Slack on Consignment Account 


1964 



Dec. 

31 

To Consignment 
lo Delhi A/c. 

1965 



Jan. 

1 

To Balance b/d. 



1964 

Dec. 31 By Balance c/d. 


20 

By Bills Rcceiva);)le 



A/c. .. ' .. 


31 

By Consignment lo 
Delhi (Expenses ' 



Commission) 


>» 

By Cash . 
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IN THE BOOKS OF GUPTA BROS. 


Journal _ Dr, _Qr. 


Aug. 

20 

Robertson 

To Bills Payable Account 

Acceptance given to Robertson of Bombay as 
advance against goods received from him on 
consignment. 

1 

Dr. 


i-!5- 

1 8,000 

j 

1 

—IGT- 

8,000 

Nov. 

23 

Bills t’ayahle Account. 

To Cash . 

Payment of bill on due date. 

Dr. 


8,000 

8,000 

? 

? 

^Lobeitson .. 

To Cash .. .. .. .. .. 

Expenses incurred on bcbalf of Robertson in 
respect of consignment goods. 

Dr. 


598 

598 

1 


Cash . 

To Robertson. 

Sale proceeds of goods received from Robertson 
on consignment basis, 

Dr. 


10,380 

10,380 

Dec. 

31 

Robertson . 

To Gommisaion .. 

Commission earned on sales of consigment 
goods at 5%. 

Dr. 


519 

519 


» 

Robertson . . .. 

To Gash 

Remittance made to Kobettson to pay the 
balance due to him. 

T3?: 


1,263 

1,263 

It 

11 

Commission . .. ., 

To Froiit & Loss Account ., ., ,. 

TVansfer of Commission A/c. to Profit & Loss 
Account. 

br. 


519 

519 


It has been assumed that Gupta Bros., sent the Account Sales on December 31, 
1964, and the same day it was received by Robertson. 


Dr.. 

•Rsr 

A«g. 

Dec. 


TSST 

Nov. 




Sahrlsaa 


Bills PayabU Aecomt 


issn j 

Dec. '.311 To Pnidt & I.osa 
Air. Tiansl'cr .. 


I I 


Cammission Aaminl 

57 nSETT j 

l|Dcc. I 31 By Koberlsoii 

5191 ' ! 

jl 319 ■ I 




— 

“ K'.' " 

nso?' 




23 

To Cash .. 

_ 

8,000 

Aug, 

20 

By Robertson 



Gr. 


20 

31 

»] 

To. Bills Payable 

A/c. 

To Cash (Expenses) 
To Commission ■. 

To Cash .. 


Rs. 

8,000 

598 

519 

1,263 

1964 

Dec. 

31 

By Cash (Sales) ,. 


~TGr 

10,380 




10,380 





10,380 


TGT 

8,000 


310 


' 'I 

I 1. 

! \ ^ 


tUvfatration 52 ;r 

Mudaliar of Madras consigned goods costing Rs. 8,000 to T.a1man of Lucknp%;| 
Rs. 240 .on packing and freight, Lalman, in course of time, sold the entire!;! 


it';' 
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forRs. 9,700, spending Rs. 508 on various items like godown rent, advertising and sales¬ 
man’s salary. A bank draft was sent to I..alman along with the Account Sales to Mudaliar 
for the balance remaining after deducting the expenses and a commission at 5% and 
Del Oredere commission at 2%. There was a bad debt amounting to Rs. 175. Credit sales 
amounted to Rs. 2,100. 

Pass the journal entries and show the necessary ledger accounts in the books of 
both the parties. 

IN THE BOOKS OF MUDAIIAR 


Journal 


Dr. Or. 


Consignment to Lucknow Account 

To Goods on Cionsimimcnt A/c. 

For goods sent to Lalman of Lucknow on 
consignment basis. 

Dr. 

Consignment to Lucknow Accoimt 

To Bank .. .. .. .. .. 

For expenses incurred on packing and freight. 

Dr. 

Lalman . 

To Consignment to Lucknow A/c. 

For sale proceeds of goods sent to Lalman on 
consignment basis. 

Dr. 

Consignment to Lucknow Account 

To Lalman . 

Expenses incurred by Lalman. 

Dr. 

Consi^ment to Lucknow Account .. 

TolAlman 

For commission at 5% and Del Credere com¬ 
mission at 2% payable to Lalman on sales 
effected by him. 

Dr. 

Consimment to Lucknow Account .. .. 

To Profit & Loss Account .. 

For transfer of Profit on consignment to Profit 
& Loss Account. 

Dr. 

Bank . 

To Lalman .. 

For bank drafi: received from Lalman. 

Dr, 

Goods Sent on Consignment A/c. 

To Trading Account .. 

For transfer of Goods sent on Consignment A/c. 
to Trading A/c. 

Dr. 




8,000 

8,000 

, 240 

240 

9,700 

9,700 

508 

V 

508 

679. 

679 

273- 

273 

8,5^3 

8,513 

8,000 

8,000 
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Dr, Lahmn 




To Consignment 

Id Lucknow A/c. 
A/c. (Sales) 


Rs. 

9,700 

By Consignment 
to Lucknow A/c. ., 
(Expenses) 

By Gonsi|^ment 
to Lucknow A/c. .. 
(Commission & 

Del Credere 
Commission) 

By Bank 


508 

679 

8,513 

9,700 

9,700 

Dr. 


Goails Sent on Consigmnenl Acrounl 

Cr. 





Rs. 



ks. 



To Trading A/c. 



By Consignment 





transfer .. 


8,000 

to Lucknow A/c. .. 


8,000 


Note; No entry regarding a bad debt will appear in the books of the consignor 
because he is paying Del Credere commission to consignee who is, there¬ 
fore, to bear the burden of bad debts. 


IN THE BOOKS OE LALMAN 

Journal Dr. Or. 

tg: 


9,700 


SOB 


485 

194 


2,100 

8,513 , 


175 


504 ' 


Cash Account .. ., . 

Sundry Debtma. 

To Mudaliar 

Foi cash as well as credit sales of goods received 
from Mudaliar on consignment. 


Mudaliar . 

To Cash . 

iFor expenses incurred in respect of consignment 
[goods.___ 


Dr. 

Dr. 


Dr. 


iMudaliar . 

To Commission. 

To Del Credere Commission 
|For commission and del credere commission 
earned. 


Dr. 


Cash Account . 

|Bad Debts Account . 

To Sundry Debtors. 

|For cash received from debtors and the bad debt 
suffered. 


[Mudaliar . 

To Bank 

[For bank draft sent to Mudaliar to settle account. 


Dr. 

Dr. 


Dr. 


[Del Credere Conuniasion A/e. - ., .. .. Dr. 

To Bad Debts Account . 

Transfer of Bad Debts Account to Del 
Credere commission Account 


Commission . 

[Del .Credere Commission . 

To Profit & Loss A/c. 

[For transfer of commission and Del Credere 
commission accounts to Profit & Loss Account 



—IS- 

7,600 

2,100 


508 


679 


1,925 

175 


8,513 


175 


485 

19 


















Sad Dsbls Account 



To Sundry 
Debtors 



Profit and Loss Account 



Del Credere 
Commission A/c, 


By Commission 
By Del Credere 
Commission 




Moll; Bad Debts Account is transferred to Del Cicdcrc Commission in order to find gut whether 
it is profitable to undertake die risk of bad debts for Del Crrderc Commission or uot. 


Goods Invoiced at Selling Price 

Sometimes, the consignor makes out the proforma invoice at selling price and not 
at cost. Initial entries may then be passed according to the selling price or invoice price. 
The entry is, of course: 

Consignment Account Dr. 

To Goods Sent on Consignment A/c, • ^ , 
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However) one must realize that in order to ascertain profit or loss, sales proceeijs 
have to be compared with cost of goods. Therefore, if the above-mentioned entry is passed 
on the basis of invoiec price, another (reveree) entry must be passed at the end of the 
period to bring down the figure to cost. Suppose goods costing Rs. 10,000 arc invoiced at 
Rs. 12,500. The first entry will be; 

Consignment Account Dr. Rs. 12,500 

To Goods Sent on 

Goiosignment A/c Rs. 12,500 

At the end of the period, the entry must be reversed to the extent of Rs. 2,500, 
that is, the difference between invoice price and cost. The entry is: 

Goods Sent on 

Consignment A/c Dr. Rs. 2,500 

To Consignment A/c Rs. 2,500 

Stock may also be valued initially according to the invoice value. In that case, 
another entry will have to be passed: 

Consignment Account Dr. With the difference in 

To Stock Reserve Ajc the value of stock according 

to invoice price and accord¬ 
ing to cost 

One can see that if this entry is not passed, the value of stock will be shown at 
inflated price. This will inflate consignment profit and will also make the balance sheet 
wrong. The above-mentioned entry will ensure proper profit and proper figure bang 
shown in respect of stock in the balance sheet. In the balance sheet, stock reserve will be 
deducted from stock. 

All other entries in the books of the consignor will be the same as explained already. 

The consignee is not concerned with whether goods arc invoiced at cost or selling 
price. He will pass entries in the way already discussed. 

lUnstration 53 

Radiomaker sent 50 radio sets costing Rs. 180 each to Mohanrao at Surat to be 
sold on consignment basis. The invoice was made out @ Rs. 250 each. Expenses' 
incurred by Radiomaker wei-e freight, Rs. 300 and other charges Rs. 200, On receipt 
of the consignment Mohanrao immediately accepted a bill for Rs. 6,000 drawn- 
, on him at 3 months. This bill was discounted by Mohanrao % 9%. Mohanrao,,' 
also spent Rs. 600 on the Consignment. He sold 40 radio sets at Rs. 275 each., - 
He was entitled to a commission of 15% on sales. He remitted the amount due by 
bank draft. The remaining' 10 sets were valued without taking into account ahy ' 
. expenses, 

journal entries in the books of Radiomaker. Also, prepare the 
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Solution 


BOOKS OF RADIOMAKER 


I 




Journal Ur. Cr. 


Cninignmprit lo Surat A/c 

To Goods Sent on Consignment A/c 

50 radio sets (cost Ks, 20U each) 
invoiced pm loi tiu @ Us, 250 when sent 
to Mohanrao, agent at Surat. 

Dr. 


Rs. 

12..500 

ks. 

12,500 

Consigunicnl to Sural A/c 

To Bank Account 

Expensas paid on tlic consignment 
to Suiat. 

Dr. 


500 

.500 

Bills Ueceivahlc A/c 

To Mohanrao 

Mohanrao'!, acceptance icceivcd 
at 3 months 

Dr. 


G,000 

6,000 

Bank Account 

Discount Account 

To Bills Receivable A/c 

Mohanrao's acceptance 
discounted @ 9% 

Dr. 

Dr. 


5,865 

135 

6,000 

Mohaiuao 

To Consignment to Surat A/c 

40 sets sold by Mohanrao, as per 

Account Sties. 

Dr. 


11,000 

11,000 

Consimiment to Surat A/c 

To Mohanrao 

Expenses. Us. GOO, and commission 
at 15% due to Mohanrao. 

Dr. 


2,2.50 

2,250 

Stock on Consignment A/c 

To Consignment to Surat A/c 

10 sets unsold at Surat, valued 
at Us. 250. 

Dr. 


2,500 

2,500 

Goods Sent on Consignment A/c 

To Consignment lo,SuiaC A/c 

Excess of Us. gO (Rs. 250 minus Us. !|^) per 
set included in pro forma invoice 
now written back. 

Dr. 


3,500 

3,500 

Constoment to Surat A/c 

To Stock Reserve Account 

Excess in tlie value of stock at 

Surat credited to Slock Reserve. 

Stock as valued Rs. 2,500 

Cost @ Rs, 200 Rs. 1,800 ^qq 

Dr. 


700 

700 

Consignment to Surat A/c 

To Profit St Loss Account 

Profit on consignment transferred / 

to the Profit & Loss Account, 

Dr. 


1,050 

1,050 

Bank Account 

To Mohanrao 

Amount due from Mohanrao received. 

Dr. 

1 

- 2,750 

'2,750 

Goods Sent on Consignment ' 

To Trading Acdount 

Transfer of the former account. 

Dr. 


9,000 

9,000 
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LEDGER 

Dr. Goiuigiwient lo Surat Airoimt 




Rs. 



“TT 

To Goods Sent 




By Moham-ao (Sale 

on Consignment 

A/c 


12,500 


proceeds) ,. 

By Stock on 

11,000 

To Bank: 



Consignment A/c 

2,500 

Freight Rs. 300 




By Goods Sent on 

Other expenses Rs. 200 


500 


Consignment A/c 


To Mohanrao 



(loading) 

3,500 

Expenses 


600 




GommiSHion 15% 
on Rs. 11|000 


1,6.50 




To Stock 





Reserve 


700 




To Profit, trans¬ 
ferred to Profit & 






Loss A/c 


1,050 






17,000 



17,000 


Goods Sail on Consignment Account 


To Consignment 
to Surat A/c 
(loading) 

To Trading A/c 
transfer .. 


Rs. 

3,500 

9,000 


By Consigment to 

Surat A/c 



12,500 




Mohanrao 







— IGT 

To Consign- 




By Bills Receivable 


ment to Surat 


11,000 


Account 

6,000 

A/c 




By Consignment lo 






Surat A/c 






Expenses 

600 





Commission 

■ 1,650 





By Bank A/c 

2,750 



11,000 



11,000 


Stock Reserve Account 






By Consignment to 





Surat A/c 


Ulustration 54 

On. 1st January, 1962, Jay Engineering Go., of Calcutta, consigned to India Traders 
of Delhi 250 table fans invoiced at Rs. 75 each, which was 25% above their cost price. 
Jay Engineering Go., paid packing etc. Rs. 100, insurance Rs. 50 and carriage Rs. 300. 
On 31st March, India Traders sold 225 fans for Rs. 18,200, the expenses thereon being 
Rs. 530. The reipaining fans were valued at Rs. 1,920 at invoice price. 
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India Traders were entitled to rommission on sales. They remitted 

Rs. 15,000 on account. 

Journalize tlic above transactions in the books of both the parties. Also show ledger 
accounts in the books of the consignor. , 

BOOKS OF JAY ENGINEERING CO. ' 

Journal Dr. Cr. 


1962 

Jan 

I 

Consignment to Delhi A/c .. .. Dr. 

To Goods sent on Consignment A/c 

For Goods consigned to India Traders 
oIDclhi 


Rs. 

18,750 

Rs. 

18,750 

1 


9» 

Consignment to Delhi A/c .. .. Dr. 

To Bank Account. 

For jiaymcnts made in respect of variotis 
expenses regarding goods consigned .. 


450 

1 

\ 

450i 

1 

/ 

16,200 

Mar. 

.91 

India Traders.Dr. 

To Consignment to Delhi A/c 

For sate proceeds of goods consigned to 

India Traders of Delhi. 


18,200 

1) 

II 

Consignment to Delhi A/c .. .. Dr. 

To India 'Fraders. 

For expenses incurred by India Traders 


530 

1 

i 

|530 

J) 

91 

Consimment to Delhi A/c .. .. Dr. 

To India Traders. 

For commission payable to India 
Traders . 


1,365 

1,365' 

n 

II 

Goods Sent on Consignment A/c .. Dr. 

To Consignment to Delhi A/c 

For writing back the loading in the 
invoice value, namely R.s. 1.5 per 
machine. .. .. .. .. 


3,750 

3,750 

II 

91 

Stock on Consignment A/c _ .. .. Dr. 

To Consignment to Delhi A/c 

For value of closing stock on the basis 
of invoice price. .. .. 


1,920 

1,920 

ii 

II 

Consignment to Delhi.Dr. 

To Consignment Stock Reserve A/c.. 

For adjustment of loading in smlue of 
closing stock (@ Ra. 5 per fan). 


375 

375 

>1 

91 

Consignment to Delhi A/c .. .. Dr. 

To Profit & Loss Account .. 

For transfer of Profit & Loss A/c 


2,400 

2,400 

ji 

It 

Bank Account.Dr. 

To India Traders. 

For money received from India Traders 
on account .. 


15,000 

15,000 

If 

II 

Goods Sent on Consignment A/c .. Dr. 

To Trading Account .. .. 

For transfer of Goods Sent on Consign¬ 
ment Account to Trading Account.. 


15,000 

i5;otio 
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Canslgnmcnt to Delhi Account 


1162 




ks. 

1962 

— 




Jan. 

1 

To Goods Sunt 



Mar. 

31 

Bv India Traders 



on Coiuignmciit 


111,750 



(.Sales) 


18,200 



To Bank (exp.).. 

To India Tradu-rs 


450 



By Goods Sent on 


Mar. 

31 


530 



Consignment A/c 


3,750 



(Expenses) 


ti 

Ji 

By Consignment 




To India Traders 





Stock A/c .. 


1,920 



(Gommitslon).. 


1,3(;5 




n 

” 

To Consignment 

Stock Re.servcA/c 


375 








To Profit & Loss 










A/c-transfer of 
profit ,, 


2,400 










23,870 

. 




^3,870 

Dr, 


Goods Sent on Consignment Account 

Cr. 

1962 




R5. 

1962 




Rs. 

Mar. 

31 

To Consignment 


3,750 

Jan, 

1 

By Consignment to 




to Delhi A/c ,. 




Delhi .. 


18,750 

M 

» 

To Trading A/c 


15,000 









10,750 





18,750 












Indis Trnderc 


1962 

Mar. 

31 

To Consignment 
to Delhi (Sales) 


Rs. 

18,200 

1962 

Mar, 

It 

» 

” 

31 

II 

II 

II 

By Con'lgnment .. 

to Delhi (Exp.) 

By Consignment to 
Delhi (Comniiasion) 
By Bank .. 

By Balance e/d .. 


Rs 

530 

1,365 

15,000 

1,305 





18,200 





18,200 

Apl. 

1 

To Balance b/d 


1,30S 





■ 


Qonsignment Stock Account 


1962 

Mar. 

31 

To Consignment 
Delhi ., 


Rs. 

1,920 

1962 

Mar. 

31 

By Balance c/d .. 


Apl. 

1 

To Balance b/d 


1,920 






Gonalgnment Stock Reseirve Account 


15 ^ 

Mar. 


lU'" I' 
375 \ 


31 

To Balance c/d 


“ET” 

■ 975 

i55r 

Mar. 

31 

By Consignment to 
Delhi .. 






f\ri. 

1 

1 

By Balance b/d ' . 

1 
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Jonro^l Dr. " Or. 


l'962 

tdar. 

31 

Casli 

To Jay Engineering Co. 

For lalc proccctU of guodii 
rtxl'ivcd on cortsignment. 

Dr. 


TEsi: 

18,200 

Rs. 

18,200 

» 


Jiiy Engineering Co. 

To Clash 

For expenses paid on goods received 
on consignment. 

Dr. 


530 

530 

» 

IS 

Jay Engineering Co. 

To Commission 

For commission receivable from 

Ja> Enginceiing Co. 

Dr. 


1,365 

1,365 

V 

a 

Jay Engineering Co. 

To Bank 

For sculcment made on account. 

br. 


15,000 

15,000 


Valuation of Stock 

Unsold stock in the hands of the consignee should be valued on the usual principle 
of cost or market price whichever is lower. But the word “cost” should mean cost at the 
moment when goods reach the consignee. In other words, expenses incurred on despatch 
of goods to the consignee and expenses incurred by him on taking delivery and taking the 
.goods to his godown should also be treated as part of the cost. It does not matter who pays 
the expense. Suppose 100 sewing machines, ebsting Rs, 150 each, arc sent on consignment. 
The consignor pays Rs. 500 on packing and cai-tage and Rs. 100 as insurance in transit. 
The consignee pays Rs. 400 as freight, Rs, 50 as cartage to his godown, Rs. 200 as godown 
' rent and Rs. 250 as fire insurance premium. For determining cost, all expenses paid 
by the consignor and freight and cartage will be included. Godown rent and fire insurance 
policy will not be included because such expenses do not increase the value of the goods; 
the other expenses do, since without such expenses the goods cannot reach the place of sale, 
, If, in the above example, 10 sewing machines remain unsold, the cost of the 
wsold stock will be: 


!Cost to consignor @ Rs. 150 .. 
of packing and cartage 

10 

of insurance in transit 


10 . 
of freight 


i ' 


10 

100 


of cartage 


> paid by consignee ., 


Tbtal 


Rs. 

1,500 

/ 

50 

10 

40 


'5, 


.1,605 
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Should the available market price be lower than this figure the stock would have 
to be valued at the market price. 

• JVoia; In the examination problems where sometimes detailed information is not available 
it would be better to include a proper proportion of expenses paid by the consignor as 
part of cost of unsold stock and to ignore for this purpose expenses paid by the consignee. 

Normal, Abnormal Losses 

The question of valuation of stock and profit or loss on consignment is also connected 
with losses that occur in the handling of goods. In some cases, some loss is unavoidable— 
a certain loss is bound to occur because of the inherent nature of the goods—^for instance 
some loss is bound to be there when coal is sent from one place to another. In petrol there 
is some evaporation—about 1 %—which cannot be avoided. Such unavoidable losses are 
called normal losses. For costing unsold stock, the normal loss (quantity) is deducted from 
the gross quantity and all expenditure should be treated as having been incurred on the 
reduced quantity. Suppose 1,000 quintals of wheat is consigned by a farmer in Punjab to a 
merchant in Delhi and is invoiced at Rs. 50 per quintal. The freight paid is Rs. 3.45 pet 
quintal. 1% should be treated as normal loss. Quantity unsold is 200 quintals. The cost 
of unsold stock is Rs. 11,000, worked out as under: 

Total cost of wheat. .. ..Rs. 50,000 

Freight .Rs. 3,450 


Rs. 53,450 


Quantity despatched. .. 1,000 quintals 

less normal loss @\% .. .. .. 10 


Net quantity available .. .. .. .. .. 990 


Cost of 990 quintals is .Rs. 53,450 

Cost of 200 quintals is . . 53450 

-X 200 =Rs. 11,000 

990 

Apart from inherent losses (which occur only in some commodities) there are also 
abnormal losses—or losses wltich occur only due to a special cause or losses which need not 
have occurred. Such losses occur because of bad luck (for example, accident), mischief 
(deliberate destruction by someone) or inefficiency (carelessness). In order to find out 
the proper profitability of a consignment, abnormal losses should be debited to the Profit 
and Loss Account—the consignment account should be relieved of such aloss.The entry is; 

. Profit and Lass Aeeomt To Consignment Account Dr. 

If insurers are liable for the loss, the amount of the claim admitted by the insurer 
should be debited to the insurer and the balance of the toss should be debited to the Profit 
and Loss Account—the consignment account being credited by the full amount of tjie 
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The amount of the loss is ascci laincd lilcc the value of the closing stock except that 
expenses not incurred when the loss occurred should not be included while calculating 
"cost” of the loss. Suppose 100 bicycles eosdng Rs. 120 each arc consigned. The consignor 
pays Rs. 200 as packing and insurance in transit. One case containing 5 bicycles was 
completely destroyed in tran.sit for which a claim of Rs. 550 was admitted by the insurers. 
The consignee paid Rs. 475 as freight. The amount of the abnormal loss is Rs. 610, 


calculated as under: Rs. 

Cost of 5 bicycles @ Rs. 120 .. .. ... .. 600 

5/100 of packing and insurance . 10 


Total ., 610 


Freight is not included a,s the consignee must have paid it only on the remaining 


95 bicycles. The entry to be passed is: 
Insurance Co. .. 

.. Di-. 

Rs. 550 

Profit & Loss Account 

.. Dr. 

Rs. 60 

To Consignment Acauint .. 

. 

.. .. Rs. 610 


niustration 55 

X & Co. consigned goods woilh Rs. 30,000 to Y & Co. paying Rs. 200 
for insurance, and Rs. 500 fur packing. Y & Co. paid Rs. 800 for freight, Rs. 300 as 
octroi duty and another Rs. 100 as cartage. They also paid Rs. 200 as godown rent, Rs. 150 
as insurance premium and Rs. 435 as salesman’s salary. Later on, they sent an Account 
Sales informing that 3/4ths of goods had been .sold for Rs. 28,600. They also sent a cheque 
for the money remaining due after dcduetiiig expenses and their commission @ 5% on 
gross sale proceeds. 

Prepare Consignment Account and the account of Y & Co., in the books ofX & Go. 
Show how the value of closing slock will be calculated. 


Solution 

The value of the closing stock will be calculated as under: Rs. 

Invoice price of 1 /4th of goods Rs. 30,000 x i .. ., .. = 7,500 

Add Jth Insurance Premium paid by X & Go. .. .. — 50 

„ „th Packing Charges „ » .. .. = 125 

„ „ Freight Charges „ „ „ ■. • • = 200 

„ „ Octroi Duty „ .. >i .. .. = 75 

„ „ Cartage „ „ .= _^ 


Total cost 7,975 


Proportionate godown rent, insurance premium, paid by Y & Co., and salesman’s 
salary will not be included as they do not increase the value of goods, f ths of goods have 
been sold for Rs. 28,600. Assuming that market price has not gone down since these sales 
were made, the market value of Jth of goods comes to Rs. 9,200 wbich is higher than the 
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cost price calculalecl above. The rule is to take cost price or the market price whichever is 
lower. So wc will take the cost price rvhich is Rs. 7,975. 

Ledger of X & Co. 

Dr. Camignnunl Account 


Dr. 


Tjr 

1,975 

1,430 

2.5,195 

28,500 


To Consignment A/c 
(Sales) ., 


Ks, 

20,600 

20,600 


By Consignment 
A/c (Expenses) 

By Consignment 
A/c (Commission) 
By Bank 


To Goods Sent on 
Consignment Acc¬ 
ount To Bank (Insu¬ 
rance and Packing 
charges) To Y & 
Co. (E-xpcnscs) 

Fi eight Us. UUO 
Octroi duty Us. 300 
Cartage Us, 100 
Godovvii 

rent Us, 200 
Insurance Us. 150 
Salesman's 
Salary Us. 425 

To Y & ”Co, 
(Commission) 

■io Profit & I ois A/c 
—transler of profit 


Ks 

30,000 

700 


, 1,975 

1,430 

2,470 


By Y & Clo. (.Sales) 
By Closing .Stock 


RsT 

28,600 

7,975 


36,575 


r & Co. 


Cr. 


niuBtratlon 56 

Bihar Coal Co. consigned 1,000 tons of coal to Calcutta Coal Stores @ Rs. 12 per . 
ton, paying Rs. 600 for insurance and Rs. 1,300 for loading charges and freight. Calcutta 
Goal Stores spent Rs. 200 on cartage and Rs. 300 hy way of godown rent. Later on,-', 
Calcutta Goal Stores informed Bihar Goal Go., that they had sold 760 tons of coal for ; 
Rs. 14,200 and had a stock of 190 tons In godown. Along with Account Sales, Calcutta 
Goal Stores sent a cheque for the money due. They charged a commission of 5% on sales, ; 
Show the necessary ledger accounts in, the books of Bihar Coal Co, 

Solution 

The-valueofclosing stock will be calculated as under; 

; ' Qjjantity of coal sold ' . 760 tons. 

, (Quantity of coal in stock v . 190 tons 

;. " . , 1 ,,; Tfotal quantity =: 760 plus 190.. '.. ‘ 950 
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Total cost of 950 tons will be calculated as iindei; 
Invoice price = Rs. 12 x 1,000 
Insurance charges . ■ • • 

Loading Charges and Freight . 

Cartage 


Cost of 950 tons 


it 


190 


a 


Rs, 14,100 X 190 


950 


Dr. 


Ledger of Bihar Goal Co. 
CONSIGNMENT ACCOUNT 


To Goods Sent on 
Consignment Ajc 
To Bank (Expenses) 
To Calcntta Coal 
Stores (Expenses) 
To Calcutta Coal 
Stores 

(CommissioiO 
To Profit & Loss 
A/c—transfer 
of profit 



By Calc 
Store: 
[By Stoc 
jsignmci: 


Calcutta Coal Stores 


Dr. 




HS9BI 

■■nm 

■ 


II 

■ 

■■1 



■ 



■I 


ly Con 
A/c( 
ly Con 
'\/c ( 


Dr. 


Goods Sent on Consignment Account 


illy don 
A/c 


To Traflirig A/c 
transfer 


■ 

1 Rs, 
12.000 

■ 

■ 

IH 



■1 


Dr, 


Stock on Consignment Account 
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niuBtration 57 

M sent 100 bicycles to N on consignment @ Rs. 90 per bicycle. M paid Rs, ijo 
on freight after spending Rs. 150 on packing. 10 bicycles were lost in transit. N paid Rs. 18 
as cartage to godown, Rs. 50 as godown rent and Rs. 200 as salesman’s salary. He sold 70 
bicycles at a price of Rs. 130 each. He submitted a cheque along with Account Sales for 
the money remaining due to M after deducting the expenses incurred by Mm and his 
commission @ 7% on sales. M received Rs. 450 from the railway company by way of 
compensation for bicycles stolen in transit. 


Show how the above transactions will be recorded in the ledger of M. 

Solution 

The value of bicycles stolen will be calculated as under: 


Cost of 10 bicycles (gRs. 90. 

= Rs. 

900 

1/I Otli of freight .. .. ... 

= Rs. 

12 

1/lOth of packing charges. 

= Rs. 

15 

Total.. 

Rs. 

927 

Cartage to godown will not be taken into account as that was paid only on the 
remaining bicycles. 

The value of closing stock will be calculated as under: 

Cost of 20 bicycles @ Rs. 90. 

= Rs. 

1,800 

20/100th of freight .. .. _. 

Rs. 

24 

20/100th of packing charges. 

= Rs. 

30 

20/90tli of cartage to godown 

== Rs. 

4 

Total .. 

la the Ledger of M 

Dr. Consignment Account 

Rs. 

1,858 

Cr. 



To Goods Sent on 
Consignment A/c 
To Bank (Freight 
& Fackingl 
To N ^Expenses) 

To K (Cominission) 
To Profit & Loss 
A/c—transfer of 
profit 



By Abnormal Loss 
By N (Sales) 

70 X 130 
By Stock on 
Consignment 




r. .} 
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Abnoi'mal Loss Account 


Dr. 


To Consignnifnt 
A/c 


!, Kv 


J./ II 


!«7 


llv Gnh (comppii'ja- 
tion roLciverl Trom 
tlic railway 
company) 

Uy Profii & Loss A/c— 
iraiisfer of net 
loss on account 
of tllffl 


Cr. 

Rl" 


450 


477 


927 


Dr. 


Goods Sent on Consignment Account 

Gr. 


To Trading A/c 
—transfer 


1 

Rs. 


1 

■1 


i 

9,000 j| 



—,'1 



[By Consignment 
A/c 



Stock on Consignment Account 

Dr. Cr. 



EXERCISE Xm 

1. What do you uiidcrsuuid by ii fiMwigtimcnt ? What is the relationship 
between a consignor and a consignee? 

2. What is an Account Sales? How dues it dilfer from an Itwoice? Give a 
specimen Account Sales with imaginary figiu’e. 

3. What points will you keep in mind while ascertaining the value of unsold 
stock with a consignee ? 

4. What do you mean by Normal Loss and Abnormal Los,s in a 
consignment? How arc they treated in books of account? 

5. Abdulla sends goods worth Rs, 17,500 to Masood to be sold by the latter 
on behalf and at the risk of the former. Abdulla’.s expenses amount to Rs. 975. 
Masood on receiving the goods accepts a bill of exchange at three months for 
Rs, 15,000. The bill is dLseounted by Abdulla til (5%. Later, Masood .sells all tlie goods 
for Rs. 22,400. He has to spend Rs. 1,200 by way of uavtage, godown rent and 
salesman’s salarie.s. He is entitled to a (:oramis.sion of 6% on sales. Masood remits 
the balance by a bank draft. 

Record the above transactions in ledgers of both the parties after passing 
journal entries. 

(Ans: Profii on consignment, Rs. 1,381). 
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6. Messrs. Ram & Co., of Calcutta consigned 50 cases of goods at Rs, 200 
each to Messrs. Nathan & Co., of Bombay. The coiwignors paid insurance, Rs. 200- 
freight Rs. 300. Account Saks was received from Messrs. Nathan & Go., the gross 
sale proceeds being Rs. 24,000. The expenses paid by Messrs. Nathan & Co., were! 
Dock dues, Rs. 20; carriage, Rs. 50; Warehousing e.vpenses, Rs, 130. The consignees 
are entitled to 4% commission on gros.s sale proceeds. The amount due on 
consignment was duly received from the consiguee.s by a cheque. 

.Sliow tlie journal enlries and Consignment to Calcutta Account and the 
personal account of Nathan & Go., in the books of Messrs. Ram & Go. 

(Ans: Profit, Rs. 12,340). 

7. On 21st September, 1964, P received a consignment of 25 cases of goods 
from Q, invoices at Rs. 275 per case. He accepted a bill of exchange at 2 months for 
Rs. 5,000. P sold 10 cases at Rs. 325 each, 12 cases at Rs. 340 each aiul tlie remaining 
3 cases at Rs. 330 each. He paid Rs. 30 by way of cartage. He had also to spend 
Rs. 50 on’warehousing and Rs. 200 on advertising. The Salesman’s salary amounted 
to Rs. 600. He charged a commission of 6% on sales. On 8th December, 1964, an 
Account Sales with a bank di'aft was submitted. 

Prepare the Account Saks to be submitted by P. Also show the journal entries 
and ledger accounts in the books of P tmd Q,. 




(Aar; Profit, Rs. 45.80). 

8. Mr. Khatau of Bombay consigned goocb valued at Rs. 16,500 to 
Mr. Kimberley of East Borneo for sale at 10% commission and the consignor paid 
freight Rs. 650, while the insurance cost him Rs. 490. A draft was drawn on 
Mr, Kimberley at 6 months for Rs. 5,500 and this was discounted for Rs. 5,320. 
In due course, an Account Sales was received from the consignee stating that part 
of the goods had been sold for Rs. 10,000, whilst expenses were Rs. 3 70 and advertising 
Rs. 500. The consignee settled the consignor’s account by a bank draft. The unsold 
stock was valued at Rs, 10,500 at cost. 

Enter the above transactions in the books of tlie consignor. 

(Ans: Profit, Rs. 990), 

9. Ram & Bros., of Delhi consigned goods to the cost amount of Rs. 5,000 
to,their agents Mazda & Co., Ceylon. They paid thereon Rs. 120 for freight and 
carriage and Rs. 80 for insurance. They drew on Mazda & Co., for Rs. 2,000-as 
advance against consignment and discounted the samc.for Rs. 1,950. They received 
Account Sales showing that three-fourths of the goods were sold for Rs, 5,200 and 
Mazda & Go’s expenses amounted to Rs. 175 and their commission to Rs. 300, The 
uhsold stock was valued at cost plus proportionate charges, and a 2 months’ draft 
was received from Mazda & Go,, in settlement of the account to date, 

Journalize the above transactions in the books of Ram & Bros., and draw u] 
the ebrisignment account and consignee’s account in their ledger. 

- , Profit, Rs,. 

■ 10. Dhingra Bros., of Delhi consigned 1,000 bales of cotton piece gooi 

,'j#Mongra & Sons of Madras at Rs. 120 per bale. The cost price of eaph .ball^^ 




CONSIGNMENTS 


287 


Rs. 100. Expenses on the consignment incurred by the consignee were: Freight, 
Rs. 2,000 and carriage and insurance, Rs. 1,000. Mongia & Sons in Madras were 
working as Del Credere agents. I'heir ordinary commission was 5% and Del 
Credere commission, 7-^%. M/s, Mongra & Sons paid by cheque Rs. 50,000 as an 
advance to Dhingra Bros., of Delhi immediately on receipt of the consignment goods. 

Exactly after six months, an ‘Account Sales’ as received by Dhingra Bros,, 
giving the following information: 

(fl) Sale proceeds of 750 balc.s, Rs. 1,50,000. 

(i) Stock of unsold goods in hand, 250 bales. 

(r) Commission charged at agreed rate.s of 5% and 7^%. 

(d) Consignee’s expenses amounted to R.s. 1,200. 

(«) A bank draft was sent by Mongra & Sons in settlement of account along witli 

the Account Sales. 

You are required to show the necessary jouimal entries in the books of Dhingra 
Bros., and the Consignment to Madras Account and Mongra & Sons Account in 
their Ledger. 

(Ans: Profit, Rs. 52,800). 

11. Messrs. Sunder Lai & Co., of Etawah consigned 1,000 tins of pure ghee 
costing Rs. 60 per tin to their agents, Bansal Ghee Stores, at Calcutta. The tins.wcre 
invoiced at proforma Rs. 90 per tin. The agents sold 400 tins at Rs, 80 per tin for 
cash, 400 tins at Rs. 82 per tin on credit and they took over the balance to their 
own stock at Rs. 82 per tin. Messrs. Sunder Lai & Co., paid freight and carriage 
Rs, 500 and miscellaneous expenses Rs. 200. They drew on Bansal Ghee Stores 
at 3 months for Rs. 45,000, which was duly accepted by the latter. The expenses 
iitcurred by the Bansal Ghee Stores were: Carriage, Rs. 50, Octroi, Rs. 40, storage, 
Rs. no, miscellaneous, Rs. 100. They were entitled to 5 per cent commission and 
2 per cent Del Credere commission on total gross sale’ proceeds. They sent their 
Account Sales to their principal showing as a deduction therefrom their commission 
and the various expenses incurred by them. A month later all the debtors, except 
one who owed Rs. 200, paid cash and the Bansal Ghee Stores remitted the amount 
due on consignment. 

Show the journal entries in the books of the consignor and the consignee’s 
account and consignment account in consignor’s ledger. Also show how the bad 
debts, Rs. 200, will be dealt with in the books of both the parties. 

(Atis: Profit, Rs. 14,516). 

12. Bengal Oil Company, Calcutta, consigned 1,000-litres of oil to Famous 
Tailwala Bros,, of Bombay at Rs. 5 per litre. They spent Rs. 147 on packing and . 
freight. Famous Tailwala Bros., sent a cheque of Rs. 2,500 by way of advance. Later 
on, they informed Bengal, Oil, Company that only 1,400 bottles of 700 millilitres 
each could be filled, the remaining oil beiirg lost due to pilferage. They spent Rs. 1,203 
on bottling, Rs. 650 on advertising and Rs. 700 by way'of godawp rent and 
Salesmen’s salaries. They sold 1,200 bottles ® Rs. *8 each. They were entitled to 10% 
.commission on sales. They submitted the amount due by means of a bank draft.. 
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Prepair, the Account Sales, to be submitted by Famous Tailwala Bros., and 
show the ledger accounts in the books of both the parties. 

(>!?«.■ Profit, Rs. 1,848; Value of clo,sing stock, Rs. 907) 
M sent goods costing Rs. 30,000 to N on consignment basis, spending 
Rs. 600 on insurance and freight. N paid dock dues, import duty and cartage amount¬ 
ing to Rs. 1,200. Rs, 400 were spent on normal repairs to goods and repacking 
of goods damaged in transit. The goods were then got insured at a premium of 
Rs. 200. The goods caught fire and 1/4 tb of good,s were damaged which fetched 
Rs. 2,000 only. The insurance company paid Rs. .'5,000. When half of the remaining 
goods had been sold for Rs. 15,400, the consignee sent an Account Sales and the 
amount remaining due after deducting expenses and the commission at the rate 
of 7% on sales including those of damaged goods. The total selling expenses amounted 
to Rs. 700. 

Pass journal entries and prepare necessary Iddger accounts. 

(Ans: Abnormal Loss, Rs. 8,050; Value of closing stock, Rs. 12,075; Profit, Rs. 1,347). 

Hint; Abnormal Loss Account will appear as follows: 


Abnormal Lobs Account 

Dr. Gr. 













CHAPTER XIV 


Joint Ventures) Average Due Date & Account Current 


When two or more parties, normally trading or carrying on business independently 
of one another, join together to exploit a particular business opportunity and share the 
profit resulting therefrom, it is called a joint venture. Legally, it is a partnership of very 
short duration. As soon as the venture is completed, the mutual relationship ceases. 
There is no firm name. Suppose two building contractors, A and B, jointly take up tlie 
work of carrying out extensive repairs to a Government building. Both, called co-adventur- 
ers, will contribute resources and skill for the work and will receive payment for the work 
on joint account and will share the profit made or bear the loss suffered. As soon as the 
work is completed and accounts for it settled, A and B will go their different ways. Of 
coarse, while the joint work is going on, both contractors will also be doing their individual 
work, unless they have agreed not to do so. The ratio in which, profit or loss is to be shared 
also depends upon the terms of agreement between the parties. In the absence of an 
agreement, profit or loss must be shared equally. 

Record in respect of joint ventures may be made in two ways. Either the parties to the 
joint venture may record the various transactions in their (already existing) books, or 
they may have a separate set of books for the joint venture. The second course will require 
that entries be made also in the books kept by the parties. 

Existing Books of Account. Each party opens a Joint Venture Account and \ 
the account pf the other party. The Joint Venture Account is debited with all expendi¬ 
ture on the joint venture whether in the form of goods or cash by all the parties. The total 
amount received on joint venture account is credited to the account. The Joint Venture 
Account will then reveal profit or loss (subject to rights of various parties), We give below 
the scheme of entries taking A and B as the two parlies to a joint venture, 

Books of A Books of B 

1. Goods Supplied by A Joint Venture Account Dr. Joint Venture Account Di, 

To Goods Account To A 

(pi Purchases A/o) 


2. Expenses incurred by A 


Joint Venture Account 
To Cash Account 


Dr. Joint Venture Account 
To A 


Dr. 
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It iV-rtfW. ^ ^ 


GunUii Supplittd and 
expenses inrurred bv D 


4. Acceptance Sent tci A 

by B as an advance (nn the 
Joint Venture) 

5. B's acceptance discounted 
(since discount relates to 
Joint Venture transaciioiv, 

it must be debited to Joint 
Venture Account) 

6. Proceeds received by B 


7. Profit on Joint 
Venture 


Joint Vcutui y Ac< ount Dr. 

Ton 


Billi Receivable Account 

To n 

Dr. 

(/) tJa*!!! Arcoiiiit 

Dr. 

Discount Acromit 

To Bills Receivable A/c 

Dr. 

(il) Joint Venture Account 
To Dhcouiit Account 

Dr. 

B . 

To Joint Venture Account 

Dr. 

Joint Venture Account 

To B (his Share) 

To Profit & Loss A/c 

Dr. 


Joint Venture Account jjj 
To Goods (or Purchases A/c) 
To Cash ' 


To Bills Payable Account 




Joint Venture Account 

To A 

Dr. 

Bank Account 

To Joint Venture Account 

Dr. 

Joint Venture Account 

To A 

To Profit & Loss A/c 

Dr. 


If any parly is enlitled to a special payment, like interest or commission, it should 
be debited to the Joint Venture Accotinl. Suppose A is entitled to interest on his outlay 
the entry in A’s books is: 

Joint Venture A/c Dr. 

To Interest A/c 


In B’s books the entry will be 
Joint Venture A/c Dr. 

To A 


Needless to say, final profit will be ascertained only after such entries have 
been passed. Also, on settlement the usual entries for remittance or payment will 
be passed. 


lUttstration 58 


Locksmith of Aligarh and Talewala of Bombay enter into a joint venture 
whereby Locksmith will supply ' locks and Talcw?ila will sell them, Lockstnith 
sent locks valued at Rs. 5,000 from his stock and spent Rs. 200 on packing 
and forwarding, On receipt, Talewala paid Rs. 400 as freight, etc., and imme¬ 
diately accepted a bill at Ji months for Rs. 5,000, Locksmith got it discounted,. 


at 


Talewala sold the whole lot. for Rs. 8,000. Profits and losses are to be', 
shared equally after a commission to Talewala of 6% on sales. Accounts have, been ’, 
settled. . . ' 


acoouhts. 

i-' ' 


Give journal entries in the books of both the parties and the important, l^dgbr 
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Boobs of Locksmith 
Journal 


Joint Venture Account 

To Purchases Account 

To Gash Account 

Goods supplied and expenses incurred 
on joint venture with Talewala 

Dr. 

Bills Receivable Account 

To Talewala 

Talewala’s acceptance ibr 3 months 
received. 

Dr. 

Bank Account 

Discount Account 

To Bills Receivable Account 

Tslewala's acceptance 
discounted 

Dr. 

Dr. 

Joint Venture Account 

To Discount Account 

Discount Oia the discounting of 

Talewala's acceptance charged to 

Joint Venture Account. 

Di. 

Joint Venture Account 

To Talewala 

Expenses incurred by him on 
joint venture. 

Dr. 

Talewala 

To Joint Venture Account 

Proceeds received by Talewala on 
joint venture account. 

Dr. 

Joint Venture Account 

To Talewala 

6% Commission due to Talewala 
on soles. 

Dr. 

Joint Venture Account 

To Talewala 

To Profit & Loss Account 

Profit on joint venture. 

Dr. 

Bank Account 

To Talewala 

Amount due received. 

Dr. 


ledger 

Joint Venture Account 


To Purchases A/c 
To Cash A/c 
To Discount A/c 
To Talewala—Exps, 
To Talewala 
(Gommission.) 

To Profit to: 
Talewala 1 910 . 
P & L A/c 1 910 



By TaltWala - 
sale proceeila 
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Talewala 


To Joint Venture 

A/c—Sale 
proceeds 


Rs 

fl.QOO 


By Bills Receivable 

A/c 

By Joint Venture A/c 
Expenses 

By J. V. A/c Commission 
By J. V. A/c Profit 

By Dank Account 


Rs. 

5,000 

400 

480 

910 

1,210 



8,000 




8,000 

1 






-" 


BOOKS OF TALEWALA 


Journal 



' 

Dr. 

Or. 




Rs. 

Rs. 

Joint Venture A/c 

To Locksmith 

Goods supplied and expenses 
incurred by Locksmith. 

Dr 


5,200 

5,200 

Locksmith 

To BiHs Payable Account 

Acceptance for 3 months sent to 

Locksmith. 

Dr. 


5,000 

5,000 

Joint Venture Account 

To Cash Account 

Expenses incurred on joint venture. 

Dr. 


400 

400 

Joint Venture Account 

To Locksmith 

Discount sufiered by Locksmith on 
our acceptance (on joint venture 
account). 

Dr. 


100 

100 ' 

Bank Account 

To Joint Venture A/c 

Sale proceeds of goods received on 
joint venture. 

Dr. 


8,000 

8,000 

Joint Venture Account 

To Commission Account 

Commission @ 6% on sales. 

Dr. 


480 

480 

Joint Venture Account 

To Locksmith 

To Profit & Loss A/c. 

Dr. 


1,810 

910 

910 

Locksmith 

To Bank Account 

Amount due to Locksmith remitted. 

Dr. 


1,210 

1,210 

Bills Payable Account 

To Bwk Account 

Acceptance to Locksmith met. 

Dr. 


5,000 

5,00^ 
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LEDGER 


Of, Joint Venture Account C'. 



To Locksmith 

To Cash Account— 
Expenses 

To Locksmith— 

Discount 

To Commission A/c. 

To Profit to: 

Locksmith ^ 910 

P & L A/c 4 910 




By Bank Account 




8,000 


Locksmith 




To Bills Payable A/c. 

To Bank A/c. 




ByJ. V. A/c 

By J. V. A/c— 

Discount 

ByJ. V. A/c- 
Profit 



R 

6,210 


An allemalm method is to prepare the joint venture account on a memorandum 

basis to ascertain profit or loss and then to open an account called “.in Joint 

Venture Account”. In the above illustration, the name will be “Talewala in Joint Venture 
Account” (in the books of Locksmith) and "Locksmith in Joint Venture Account” (in the 
books of Talewala), and this account is then debited with goods supplied and expenses 
incurred by the patty in whose books the account is opened. Goods supplied or expenses 
incurred by the other party are ignored. Similarly, cash received by sale of goods or on 
account of joint venture is credited to this account but cash received on account of joint 
venture by the other party is ignored. Any amount specially due fro m the joint venture 
(interest or commission) s hould also be debited to THi^accounL^crediting the proper 
accountTTTHe Hrm’s own share of profit on joint venture is debited to this account and 
credited to Profit and Loss Account. The balance in this account will now show amount 
due to or due from the other party. On payment to the other party, this account is debited 
and on receipt of remittance from the other party this account is credited and thus closed. 

In the illustration given above the accounts in the books of the two parties will be 
as under: 


IN THE BOOKS OF LOfaCSMTIH 


Dr. 

Talewala in Joint Venture Account 

Or. 

1 

To Purchases A/c 

To Casli Account 

To Discount A/c 

To Profit & Loss A/c 
(4 share of profit) 

1 


n 

By Bills 

Receivable A/c 

By Bank A/c 


Rs. 

5,000 

1,21(1 


6,210 


6,210 
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IN THE BOOKS OF TALEWALA 



niustratioii 59 


X and Y join in the purchase of a cargo of timber and agree to share the expenses 
and profits in the proportion of two-thirds and one-third. X agrees to arrange the 
purchase and Y undertakes the sale of the goods. The cost ofthe limber was Rs. 21,000 
out of whichY remitted Rs. 7,000 for his share. The following expenses were incurred by X: 

Unloading Rs. 75; Cartage, Rs. 55; and Storage, Rs. 125. Y sold the timber for 
Rs. 24,500|, receiving in settlement a bill of exchange payable two months after date. 
Y paid a commission of 1% on the sale. The bill was discounted at 5% per annum and 
out of the sale proceeds, Y remitted tire balance due to X. 

Prepare accounts as they would appear in the ledger of each of two parties. 
Soladoit LEDGER OF X 


loini VenlWf Aceounl' 
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LEDGER OF Y 


Joint Venlurt Account 


To X (Timber) .. 
To Cash .. 

To X (Expenses) 
To Gash 

(Commission) 
To Bills Recei¬ 
vable (Discount) 
To X (2/3rcl 
profits) 

To Profit & Loss 
A/c (l/3rd 
profit) ’ 




X 


To Cash .. 


^s! pT 
16,118 89 


' 

By Joint Venture 
A/o (Timber) 

By Joint Venture 
(Expenses) 

By Joint Venture 
(2/3rd profits) ., 


~T[r. -FT 

14,000 — 

255 — 

1,863 89 



16,118 89 





16,118 89 


BtUs Retokable Account 


To Joint Venture 
A/c (Sales) ,. 


Rs. F. 

24,500 — 



By , 

By Joint Venture 
A/c (Discount) ,. 


"TlT—K. 
24,295 83 * 

'204 17 ' 



24,500 — 





24,500 — 


Alternate Solution 

\ 

> Both X and Y will prepare Memorandum Joint Venture Account which will be 
as follows; 


Mmorandwn Joint Venlurt Account 


' 


To X (Timber) ;. 
Toy 

To X (Expenses) 
To Y 

(Commission) 

To Y (Discount) 
To X (2/3rd 
profits) 
ToY(l/3rd 
profits) 


—Ej r 

14,000 — 
7,000 — 

25 - 

245 — 
204 17 

1,863 89 

931 94 



By Y (Sal») 


“ST. - K 

24,500 — 





24,500 — 



a' 

■ 

24,500 — 
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Besides that, the following accounts will be prepared 

In X’s Ledger 


Y In Joint Venture Account 



In Y*s Ledger 
X in Joint Venture Account 





I<S. 

P. 



To Cash (Timber) 
To Gash 


7,000 

— 



(Commission) 


245 

-- 



To Bills Recei¬ 
vable (Discount) 
To Profit & Loss 


204 

17 



A/c (1/3 
profit) .. 


031 

94 



To Cash .. ., 


10,118 

89 





24,500 

— 





1 



By Bills Receivable 
(Sales) .. 


ks. 

24,500 


24,500 


T. 


BlUe Receivable Account 



Separate Books of Joint Venture 

If separate books are opened for the joint venture, entries will be made as for 
a new firm. The entries will be made on the following lines: 

(1) If funds arc contributed and put in joint bank account: 

Debit Joint Bank Account With the sums contributed. 

Credit the accounts of the parties 

(2) On payment out of joint bank account for the venture: 

Debit Joint Venture Account 
Credit Joint Bank Account. 

(3) On materials, etc., supplied by a party; 

Debit Joint Venture Account 
Credit the party concerned. 

(4) On proceeds being received: 

Debit Joint Bank Account 
Credit Joint Venture Account. 
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(5) On materials, etc., being taken over by the parties: 

Debit the party concerned 
Credit Joint Venture Account 

(6) Transfer of profit on joint venture: 

Debit Joint Venture Account 
Credit the parties 
(7J Settlements of accounts: 

Debit the parties 
Credit Joint Bank Account 

The accounts will then stand closed. 


With the value placed on 
the materials, etc. 

In the agreed profit-sliaring 
ratio. 

With the amounts stand¬ 
ing to the credit of the 
parties. 


nittstratioD 60 


Meena and Veena enter into a Joint venture to make a film for Government for 
Rs, 2,00,000. A joint bank account is opened, Meena contributing Rs, 50,000 and Veena 
contributing Rs. 30,000. The following payments were made: 

Materials Rs. 40,000 

' Wages Rs. 70,000 

Hire of Equipment Rs. 5,000 

Veena supplied certain sets which were valued at Rs. 6,00p. At the end of the 
venture Meena took over the sets and left over materials for Rs. 4,000. The Government 
paid Rs. 1,75,000 only because of certain defects. Show the account in the boob of the 
joint venture assuming profits and losses are shared as Meena 3/5 and Veena 2/5. 


Dr 


Joint Bank Account 


Or. 


To Meena 

To Veena 

To Joint Venture 

A/c.—amount recci* 
ved from Govt. 


Rs. 

50,000 

30,000 

1,75,000 


By Joint Venture A/c 
. Materials ., 

Labour ,. 

Hiic 

By Meena 

By Veena 




2,55,000 

■ 




Rs. 


40,000 
70,000 
5,000 ' 
80,800 r 
59,200 ’ 


3 


2,55,000 


Joint Venture Account 


To Joint Bank A/c 
icteric Is ,. 

Labour 

Hire ., ,, 

To Veena-Sels 

To Profit to: 

Meena 3/5 34,800 
Veena 2/5 23,200 


40,000 

70,000 

5,000 

6,000 

58,000 


By Joint Bank A/c .. 
By Meena 


1,75,000 

4,000 



1,79,000 




1,79,000 
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Dr. Meena 



To Joint Venture 

A/c sets & 

Materials .. 

To Joint Bank A/c .. 


ET- 

4,000 

80,800 


By Joint Bank A/c .. 
By Joint Venture A/c 
profit. 


~-sr 

50,000 

34,800 

84,000 

~~84,800 ■ 

Veenn 


To Joint Bank A/c 


59,200 


By Joint Bank A/c .. 
By Joint Venture A/c^ 
By Joint Venture A/c" 
profit 


1 30,000 
6,000 

1 23,200 

59,200 

1 59,200 


Record in books of co-adventurers 

Each co-adventurer will, of course, also record the transactions in their own boolss— 
of course only to the extent that concerns each. Each party will open an Investment on 
Joint Vt nture Account. This account will be debited with the amount deposited in the 
joint bank. Any materials, etc., supplied for joint venture will also be debited to this 
account. One’s sha*'^ of profit is debited to this account, credit being given to the Profit 
and Loss Account. The account is credited with the values of materials received from the 
joint venture and the cash received bkek from the joint bank. For the illustration given 
above the respective accounts will be as follows: 


Dr. 


IN THE BOOKS OF MEENA 


Investment on Joint Venture Acconnt 


Or, 


To Bank Account ,, 
To Profit & Loss A/c 
share of profit 


— KT" 

50,000 

34,800 


By Stock A/c. 

fMaterials & sets) 

By Bank A/c .. 




84,800 

1 




TST 

4,000 
80,800 . 

84,800’' , 


Profit and lrf)ss Account 







By Investment on 

J.V. A/c. 


34,800 

Dr. 

IN THE BOOKS OF VEENA 

Brveetment on Joint Venture Account 

dr. 


To Bank A/c 

To Sets 

To Profit & Loss A/c 
share of profit 


— 

30,000 

,6,000 

28,20(0 


By Bank A/c, ., 


59,200 

1 ^ ^ 

- - 


j 

59,200 

. 

1 


1 59,2007 

1 
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Profit and Loss Account 






By Investment on 






J.V. A/c .. 

23,200 


Illustration 61 

A and B doing business separately as building contractors undertake jointly to 
construct a building for a newly started Joint Stock Company for a contract price of 
Rs. 1,00,000 payable—Rs. 80,000 by instalments in cash and Rs. 20,000 in fully paid shares 
of the company. A Banking Account is opened in their joint names, A paying Rs. 25,000 
and B Rs. 15,000. They are to share profits and losses in the proportion of 2/3 and J 
respectively. Their transactions were as follows: 


Rs. 

Paid Wages 30,000 

Bought Materials 70,000 

. Materials supplied by A 5,000 

Materials supplied by B 4,000 

Architect’s fees paid by A , 2,000 


The contract was completed and the price (cash and shares) was duly received. 
The joint venture was closed by A taking up all the shares of the company at an agreed 
valuation of Rs. 16,000 and B taking up the stock of materials at an agreed valuation of 
Rs. 3,000. 

Show the necessary Ledger Accounts. 

Solution 


Lboqbr op a and B 


Joint Venture Account 



To Joint Bank 

A/c (Wages) 

To Joint Bank 

A/c (Materials) 

To A (Materials) 

To B „ 

To A (Architect's 
fees) 

To Shares (loss) 


Rs. 

30,000 

70,000 

5,000 

4,000 

2,000 

4,000 



By Joint Stock 

Company 

By B (Materials) 

By Net Loss trans¬ 
ferred to A 

B 


Rs. 

1,00,000 

3,000 

B,000 

4,000 




1,15,000 





1,15,000 


Joint Bank Account 


X 

To A (Contribu¬ 
tion) 

Tob' „ 

To Joint Stock 
Company 


25,000 

15,000 

80,000 



By Joint Venture 
(Wages) 

By, » 

(Materials) 

By A 

ByB 


rnsr 

30,000 

70,000 

8,000 

12,000 




1,20,000 





1,20,000 
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A 


To Shares 

To Joint Venture 

A/c (2/3rc] loss) 

To Joint Bank 


ie,ooo 

8,000 

8,000 



By Joint Bank 

A/c (Contribution) 

By Joint Venture 

A/c (Matericls) 

By Joint Venture 

A/c (Architect's 
fees) 


"TG— 

25,000 

5,000 

2,000 



32,000 





32,000 


U 




To Joint Venture 

A/c (Materials) 

To Joint Venture 

A/c (I/3rd loiis) 

To Joint Bank A/c 


■“Ea 

3,000 

4,000 

12,000 



By Joint Bank 

A/c (Contribution) 

By Joint Venture 

A/c (Materials) 


Rs. 

15,000 

4,000 





19,000 





19,000 


Joint-Stack Company 




To Joint Venture 

A/c 


Rs."' 

1,00,000 



By Joint Bank 

By Shares 

' 

80,000 

20,000 

1,00,000 

1,00,000 

--- 


Shares Account 



To Joint Stock 
Company 


Rs. 

20,000 



By A 

By Joint Venture 

A/c transfer 
of loss 


Rs. 

16,000 

4,000 

20,000 

20,000 

A arid B will also maintain certain accounts in their own ledgers. 

These accounts appear below: 

IN a’s LEDGER 

Investment on Joint Venture Account 

Dr. Cr. 



To Cash 
(Contribution) 

To Purchases A/c 
(Material) 

To Cash (Architect's 
fees) 


Rs. 

25,000 

5,000 

2,000 



By Shares 

By Proflt & Loss 

A/c (2/3rd loss) 

By Cash 


Rs. 

16,000 

8,000 

8,000 

32,000 

■ 

32,000 
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IN n’s LEDGER 

Investmont on Joint Venture Account 

Dr. _ Or. 




Rs. 




-T 

Rs. 

To Cash 
(Contribution) 

To Purchases 
(Materials) 


I.'i.OOO 

4,000 



Uy Purchases A/c 
(Materials) 

By Profit & Loss 

A/c (1/3 loss) 

Bv Cash 


3,000 

4,000 

12,000 



19,000 





19,000 


Average Due Date 

Average due date is the date on which several sums due by a person to 
another can be paid without any loss or gain of interest. If payment is made 
later than the due date the debtor gains by way of interest and the creditor loses. 
The creditor gains to the loss of the debtor if the payment is made earlier tlian 
the due date. If all payments are to be made in one lump sum, it should be done 
on such a day as to involve no advantage or disadvantage by way of interest to 
any of the parties. Such a day would be the average due date. The steps to determine 
it arc as under: 

(1) Fix one of the due dates (preferably the very first) as the starting point or the 
base date. 

(2) Calculate for each of the other due dates, the number of days elapsing between 
the basic date and the due date. 

(3) The amount due should then be multiplied by the number of days thus 
calculated. 

(4) Add separately the amounts and the products. 

(5) Divide the total oT products by the total of amounts. This gives the number of 
days by which the average due date is away from the base date. Add 
this number of days to the base date and the result will be the average' 
due date. 

Illustration 62 


A owes to B the following sums: 



Amount 

Due Date 


Rs. 

’ 700 

15th Jan., 

1963 

Rs. 

1,200 

27th Feb., 

1963 

Rs, 

900 

16th Mar., 

1963 

Rs. 

1,100 

20lh Apl., 

1963 


A wished to pay all the sums on one day. When should he do so? 
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Solution 

ISth January, 1963 is assumed to be the base date. 

Number of days 


Amount 

Rs. 

Due Date 

from Base Date 

Product 

700 

15/1/63 

0 

0 - 

1,200 

27/2/63 

43 

51,600 ' ' 

900 

16/3/63 

60 

54,000 ' 

, 1,100 

3,900 

20/4/63 

95 

1,04,500 
Total 2,10,100 


Dividing 2,10,100 by 3,900 one gets 54 days added to 15th January, 1963j this 
gives 10th March, 1963. On this date, A can make the entire payment. 

It is not necessary to choose the first due date as the base date. Any of the dates 
may be chosen. If the last date is selected, the number of days obtained by dividing the 
products by the total amount due will have to be deducted from the last date. Thus, 


assuming 20th April, 

1963, as the last date, 

the illustration given above will be worked 

out as follows; 


No, of days from 


Amount 

Due Date 

the Base Date 

Product 

Rs. 




700 

15/1/63 

95 

66,300 

1,200 

27/2/63 

52 

62,400 

900 

16/3/63 

35 

31,500 

1,100 

20/4/63 

0 

' ' 0 

3,900 


Total 

1,60,400 


1,60,400 divided by 3,900 gives 41 days which deducted from 20th April, 1963 
gives 10th March, 1963. Any of the middle dates may also be chosen. Products falling 
due before the chosen date should be treated as minus figures and those falling due after 
the chosen date should be treated as plus items. The minus items and plus items should be. . 
totalled separately and the diflference ascertained. The difference will be divided by the , 
total of amounts due. If the difference is minus, the number of days thus calculated will 
be deducted from the base date. For a plus difference the number of days will be added. 
Choosing 16th March as die base date, the illustration given above will be worked out 
in the following way; No. of days from 

Amount Due Date the Base Date Products 


700 15/1/63 

1,200 27/2/63 

900 16/3/63 

1,100 : ‘ 20/4/63 

:: 3,900 

> s 

J -r ' , , -V 


60 

17 

0 

35 



Total 
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The total of mimis items exceeds that of plus items by 23,900. Divided by 3,900 
one gets 6 days. Deducted from 16th March, 1963, this gives the average due date as 
10th March, 1963. 

If A has to receive a number of sums from B on different dates while, at the 
time, owing a number of sums to B on different dates, one can ascertain the average due 
date for the net sum. The first of the due dates sliould be chosen as the base date. For 
Bums due from the other party, the products (of the amount due and the number of days, 
f[a piing r between the base date and the due date) should be treated as plus, and for sums 
owing to the other party, the products should be treated as minus. The average due date 
will be calculated on the basis of the difference of the total of the two sets of products as 
divided by the net sum due. 

nittstratioii 63 


Kale owes the following sums to Shah: 



Amount 

J)ue Date 

Rs. 

1,500 

12 th June, 1964 

Rs. 

2,000 

18th July, 1964 

Rs. 

1,000 

10 th August, 1964 

Shah owes the folbwing sums to Kale: 



Amount 

Due Date 

Rs. 

1,200 

10th July, 1964 

Rs. 

1,800 

20th July, 1964 


Find out the average due date for the net sum due by Kale., 


Solution 

Assuming l2th June is the base date. 



DUE BY 

1 

o 




JVb. of days from 


Amount 

Due Date 

the Base Date 

Product 

Rs. 




1,500 

12/6/64 

0 

0, 

2,000 

18/7/64 

36 

72,000 

1,000 

10/8/64 

59 

59,000 

'4,500 

' 

Total 

1,31,000 


DUE BY 

bhah to kale 

' T 

.1.200 

10/7/64 

',28 

33,600 

■ i,?po‘ . 

20/7/64 

38 .. 

68,400 

3,000 


Total 

1 , 02 ,ooq 

if / 


-r.. 
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The difFereiicc of ihe proclucls totals 29,000 { + ); the diflference of the sums is 
1,500. The number of days obtained by dividing 29,000 by 1,500 is 19. The average due 
date is 1st July, 1964, i.e., 12th June, 1964 plus 19 days. 

Calculation of intehest on the basis of average due date 

Having known the average due date interest can be calculated on the total amount 
due from the average due date to the actual date of payment. Suppose, in the above 
illustration. Kale aetually pays the sum of Rs. 1,500 not on 1st July, 1964. but on 30th 
August, 1964, that is, 60 days late. If interest is payable at 6% it will be: 

1500 X 60.x6 

-or Rs. 14.79. 

100 X 365 

Kale owes this much interest to Shah. 

Account Current 

When two persons have a number of transactions between themselves, they equalize 
their mutual obligations by allowing interest on each transaction from its toe to 
the date of closing. The rate of interest is, of course, mutually agreed upon. At the 
close of the period, one party will send to the other party a statement showing the 
various transactions between the two parties and the resultant interest and balance finally 
due. Such a statement is called Account Current. Usually, the account current is submitted 
by one co-adventurer to the other and by the consignee to the consignor (and vice versa) 
besides persons who mutually buy and sell goods. A bank also sends to its clients state¬ 
ments which in essence are like the account current. 

The account is headed as; 

Soni in Account Current with Kohli 

This means that Kohli is submitting account to Soni, 

Interest may be calculated for each item. It may also be calculated by the method 
of interest numbers which is nothing but the product of the sum and the days fi:om the 
date of the transaction to the closing divided by loo. The interest numbers are added 
separately for the two sides and interest calculated by the formula. 

Diflference in the products rate of interest 
365 

However, the proper method is the product method. Each amount is multiplied 
by the number of days elapsing between its due date and the closing date. The product 
is entered in the product column (provided on each). Interest is calculated for om day 
at the given rate on the difference of the totals of the products. Interest is then entered on 
that side whose total of products is larger. 

One should note diat tlie date of the transaction is not important if it is agreed 
that the amount will be due for payment on a different date. In that case the due date 
should be considered. For instance, goods are sold on 15th March with ‘Invoice Date’ as 
30th April, It means that the due date for the goods is 30tli April. Again, an acceptance 
is issued for 2 months dated 10th March, Since the amount will be paid actually on 13th 
May, this will be the due date for interest purposes. If the due date falls (ffter the closing';.! 
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date the interest for the number of days between the closing dale and the due date has 
to be adjusted. This interest is called Red Ink Interest since it is entered in red ink and has 
to be deducted from the total of the interest for the side on which it has been entered. If 
A issues an acceptance in favour of B for 3 months on 8th February, B’s account will be 
debited. The bill falls due on 11th May. If accounts are made up to 31st March, interest 
for 41 days (from 1st April to 11th May) will be deducted from the debit side interest 
column. Of course, if the product method is being used, only the product should be 
deducted. 

Note! For opening balance, the fiist date should be included in the days for 
calculating inter-est. For other transactions, the due date itself should be 
ignored, that is, not counted for calculating the number of days. 

niustration 64 


Mehta owed Rs. 900 to Nanda on 1st January, 1965. 

The following were the other transactions between Mehta and Nanda: 


1964 


16th January 

Nanda sells goods to Mehta, Rs. 800, 

(Invoice date 1st March, 1964.) 

20th January 

Mehta pays cash, Rs. 700. 

7th February 

Nanda accepts Mehta’s draft for Rs. 1,000 at 3 months. 

ISth March 

Mehta sells goods to Nanda for Rs. 1,000, 

(Invoice date 15tli April, 1964) 

20th March 

Nanda Supplies goods, Rs. 400 
(invoice date April, 11). 


Interest to be calculated at 6%. Prepare the account current to be submitted to 
Mehta by Nanda on 31st March, 1965. 

Exercise XIV 

1. Explain the meaning of "Joint Venture”. How does it differ from 
Partnership ? 

2. What is the significance of Average Due Date? How is it calculated? 

3. What is an Account Current? By what types of persons is it prepared? 

4. X and Y enter into a joint venture agreeing to share profits and losses in 
the proportion of four-fifths and one-fifth respectively. X supplies goods worth 
Rs. 12,000 arid incurs expenses amounting to Rs. 630. Y sells the goods for Rs. 15,800. 

It is agreed that Y will receive a commission at 4% on sales. Y remits the balance to 
X by a bank draft after deducting his commission and the expenses. The expenses 
amounted to Rs. 538. 

Journalize the above transactions and show ledger accounts in the books 
of both the parties. 

{Ans: Profit, Rs. 2,000) 
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Balance b/d. 


















Altemativelyj if interest is to be calculated ibr each item separately, the following will be the solution: 

MEHTA IN AGCOONT GURKENT WITH NANDA 
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5. A and B entered into a joint venture to procure and then to sell imported 
» goods. A undertook to procure the goods and B to sell them. It was agreed that 
A would be entitled to interest @ 6% on money invested by him and B was to receive 
a salary of Rs. 300 pei’ mensem. The profits were agreed to be shared equally. A 
imported certain goods at a total cost of Rs. 31,600 and sent them to B. B pud 
freight and cartage amounting to Rs. 200. B sold the entire goods for Rs. 35,880, 
The selling expenses amounted to Rs. &70. B remitted the money due to A after all 
the goods had^been sold. The whole operation took three months.ijN. 

Journalize the above transactions and prepare ledger accounts in the books 
of both the parties. 

{Ans: Profit, Rs. 1,836) ^ 

/ 6, A and B entered into a joint venture involving the buying and selling of 

old railway material. The profit or loss was to be shared equally. The cost of the 
material purchased was Rs. 30,000 wliich was paid by A who drew bill on B at 
2 months for Rs. 2,000. The bill was discoimted by A at a cost of Rs. 160. The tran¬ 
sactions relating to the venture were: 

(a) A paid Rs. 200 for carriage, Rs. 600 for commission on sales and Rs. 100 
for travelling expenses. - 

{b) B paid Rs, 80 for travelling expenses and Rs, 120 for sundry expenses, 

__(r) Sales made by A amoimted to Rs. 21,400 less allowance for faulty goods, 

Rs. 400. 


(d) Sales made by B were, Rs. 15,000. ‘ 

‘ The remaining goods were retained by A and B for their private use, an5 
these were charged to them at Rs. 1,600 and Rs. 2,400 respectively, A was creditdlSk. 
with.a sum of Rs. 300 to cover the cost of warehousing and insurance. The expenses 
in connection ^th the discounting of the bill were to be treated as a charge against 
the venture. y 

You are required to show ledger accounts in the books of both the parties. 

(Ans: Profit, Rs. 8,440) 

7. Sen Bros., entered into joint venture with Gupta Bros., profits being ■ 
divided in the ratio of 2:1. Sen Bros., bought goods worth Rs. 15,000 and dcspatdied 
the same to Gupta Bros., to be sold by the latter. Sen Bros., paid Rs. 1,000 for carriage, 
insurance and freight and drew a bill on Gupta Bros, for Rs. 6,000 on account. The 
bill was discounted by Sen Bros., paying dUcoimt Rs. 200. Gupta Bros., paid Rs, 600 
for dock charges, godown rent, etc. The goods were sold for Rs. 25,000 and the 
selling expenses amounted to Rs. 500 which were met by Gupta Bros., who forwarded 
a cheque for the balance due to Sen Bros., after charging their sales commission at 
5% on gross sale proceeds. 

Write up the accounts in the books of both the parties ignoring iriter^fcv^ 

(Am: Profit, Rs. 6,450),, > 

8. Om and Ram doing business separately as building contractors, undert^j^' 
jointly to construct a building for a newly started Joint Stock Company for a conjf iBi 
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price of Rs. 1,00,000 payable thus; Rs. 80,000 by instalments in cash and Rs 20 000 
in fully paid shares of the company. A banking account is opened in their ioin t 
Om paying in Rs. 25,000 and Ram Rs. 15,000. They arc to share profit or loss in the 
proportion of 2/3 and 1/3 respectively. Their transactions were as follows- 

Paid Wages .. 3 ^ ^^^ 

Bought Materials .. .. 

Material as supplied by Om from his stock .. .. Rs. 

Materials supplied by Ram from his stock .. ., Rj, 

Architect’s fees paid by Om .. .. ., .. Rj^ 

The contract was completed and price duly received. The joint venture was 
closed by Om taking up all the shares of the company at an agreed valuation of 
Rs. 16,000. 

Prepare the Joint Venture Account, showing the profit or loss and the 
accounts of Om and Ram showing the final distribution. ’ 


40.000 

5,000 

4,000 

2,000 


. j .. Profit,,Rs. 15,000). 

9, G and D were partners in an underwriting venture sharing profits and 
losses in the ratio of 3:2. They agreed to guarantee the subscription of 1 00 000 
shares of ^ 1 each in a company and to pay all expenses up to allotment in coiwidera- 
tion of a commission of 2% in cash and 3% in fully paid shares of the company 
commission to be calculated on the total value of shares. 

C met expenses amounting to £ 3,590 and D met other expenses amountinE 
to ^ 450. 

The public subscribed for only 70,000 shares. G and D provided cash in the 
ratio of 3:2 to take up remaining 30,000 shares. 

In due couisc, they sold all their shares except 5,000 including those received 
for commission, at an average price of 15s per share. The remaining 5,000 sliares 
were taken over by C at 12s 6 d per share. Of the proceeds, G received three-fifths and 
D, two-fifths. The cash commission received was also divided in the same proportion. 

Prepare Joint Venture Account, accounts of both the co-adventurers and' 
Shares Account in their Ledger. 


{Arts: Loss, £ 8,040). 

10. X accepted the following bills drawn by Y. He wants to make a single 
payment. Find out the Average Due Date. 

Dated 5th January, 1965, due on 8 th March, 1965, for Rs. 2,500. 

Dated 20th January, 1965, due on 23rd February, 1965, for Rs, 5,000. 

Dated 3rd February, 1965, due on 6 th AprU, 1965, for Rs. 4,000. 

Dated 5th February, 1965, due on 8 th May, 1965, for Rs. 1,000. 

{Ans; 17th March, 1965). 
. 11 , A partner withdrew the following sum on different dates. Find out the 

Average Due Date and calculate interest @5% for the half-year ending 30th J'une, 


14th January, 1965 
2nd February, 1965 


Rs. 300 

Fa. 800 


( 
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5. A and B entered into a joint venture to procure and then to sell imported 
goods. A undertook to procure the goods and B to sell them. It was agreed that 
A would be entitled to interest @ 6% on money invested by him and B was to receive 
a salary of Rs. 300 per mensem. The profits were agreed to be shared equally. A' - 
imported certain goods at a total cost of Rs. 31,600 and sent them to B. B paid 
freight and cartage amounting to Rs. 200. B sold the entire goods for Rs. 35,880. 
The selling expenses amounted to Rs. 870. B remitted the money due to A after all 
the goods had^been sold, The whole operation took three months.(,\ 

Journalize the above transactions and prepare ledger accounts in the hooks 
of both the parties, 

(Alts: Profit, Rs. 1,836) > 

I 6, A and B entered into a joint venture involving the buying and selling of 
old railway material. The profit or loss was to be shared equally. The cost of the 
material purchased was Rs. 30,000 which was paid by A who drew bill on B at 
2 months for Rs. 2,000. The bill was discomited by A at a cost of Rs, 160. The tran¬ 
sactions relating to the venture were; 

{a) A paid Rs. 200 for carriage, Rs, 600 for commission oir sales and Rs. 100 
for travelling expenses. - 

B paid Rs. 80 for travelling expenses and Rs. 120 for sundry expenses. 
Sales made by A amounted to Rs. 21,400 less allowance for faulty goods, 
Rs. 400. 

Sales made by B were, Rs. 15,000. ’ 

* The remaining goods were retained by A and B for their private use, an2 
these were charged to them at Rs. 1,600 and Rs. 2,400 respectively, A was creditdft*-*, 
with.a sum oflUi, 300 to cover the cost of warehousing and insurance. The expenses 
in connection with the discounting of the bill were to be treated as a charge against 
the venture. , 

You arc required to show ledger accoimts in the books of both the parties. 

{Ans; Profit, Rs. 8,440) 

7, Sen Bros., entered into joint venture with Gupta Bros,, profits being . 

divided in the ratio of 2:1. Sen Bros., bought goods worth Rs. 15,000 and despatched 
the same to Gupta Bros., to be sold by the latter. Sen Bros., paid Rs. 1,000 for carriage, 
insurance and freight and drew a bill on Gupta Bros, for Rs. 6,000 on account. The 
bill was discounted by Sen Bros., paying discount Rs. 200. Gupta Bros., paid Rs. 600 . 
for dock charges, godown rent, etc. The goods were sold for Rs, 25,000 and,the - 
selling expenses amounted to Rs. 500 which were met by Gupta Bros., who forwarded 
a cheque for the balance due to Sen Bros., after charging their sales commission at, 
5% on gross sale proceeds. ' ; ' 

Write up the accounts in the ^oks of both the parties ignoring intere^ii: 

{Ans: "Profit, Rs. 6,4S(^?| 

8 . Om and Ram doing business separately as building contractors, 
rjoihtly to construct a building fpr a newly started Joint Stock Obmpany for a cqi^ 


ib) 

id) 
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price ofRs. 1,00,000 payable thus: Rs. 80,000 by instalments in cash and Rs. 20,000 
in fully paid shares of the company. A banking account is opened in their joint name, 

Om paying in Rs. 25,000 and Ram Rs. 15,000. They are to share profit or loss in the 
proportion of 2/3 and 1/3 respectively. TTheir transactions were as follows: 

Paid Wages .Rs, 30,000 

Bought Materials .Rs. 40,000 

Material as supplied by Om from his stock ., ., Rs. 5,000 

Materials supplied by Ram from his stock .. ., Rs. 4,000 

Architect’s fees paid by Om.Rs. 2,000 

The contract was completed and price duly received. The joint venture was 
closed by Om taking up all the shares of the company at an agreed valuation of 
Rs. 16,000. 

Prepare the Joint Venture Account, showing the profit or loss, and the 
accounts of Om and Ram showing the final distribution. r 

(Aru: Profit,^ Rs. 15,000). 

9. G and D were partners in an underwriting venture sharing profits and 
losses in the ratio of 3:2. They agreed to guarantee the subscription of 1,00,000 
shares of ^ 1 each in a company and to pay all expenses up to allotment in considera¬ 
tion of a commission of 2% in cash and 3% in fully paid shares of the company, 
conunission to be calculated on the total value of shares. 

0 met expenses amounting to £ 3,590 and D met other expenses amounting 
to,C450. 

The public subscribed for only 70,000 shares. G and D provided cash in the 
ratio of 3:2 to take up remaining 30,000 shares. 

In due course, they sold all their shares except 5,000 including those received 
for commission, at an average price of 15s per share. The remaining 5,000 shares 
were taken over by G at 12s 6 d per share. Of the proceeds, G received three-fifths and 
D, two-fifths. The cash commission received was also divided in the same proportion. 

Prepare Joint Venture Account, accounts of both the co-adventurers and 
Shares Account in their Ledger. 

(Ans; Loss, £ 8,040). 

10. X accepted the following bills drawn by Y. He wants to make a single 

payment. Find out the Average Due Date. , 

Dated 5th January, 1965, due on 8th March, 1965, for Rs. 2,500, 
bated 20th January, 1965, due on 23rd February, 1965, for Rs. 5,000, 

Dated 3rd February, 1965, due on 6 th April, 1965, for Rs. 4,000. 

Dated 5th February, 1965, due on 8 th May, 1965, for Rs. 1,000. 

(Ans: 17th March, 1965), ■ 

11. A partner withdrew the following sum on differeht dates. Find out the- 
Average Due Date and calculate interest @ 5% for the half-year ending'30th June, 
1965. 


14th January, 1965 
2nd February, 1965 ,, 



300 

, .800/' 

I'i' ^ 
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24ch April, 1965 .Rs. ] ,000 

2 Bd June, 1965 ..Rs. 500 

(A>J,r: 26th March, Interest, Rs. 34 , 19 ), 
12. M owed Rs. 15,000 to R on 1 st January, 1965. The following transactions 
took place during the half year ended 30th June, 1965, 

Prepare an Account Current to be submitted by R to M.Tntei-est is to be 


calculated at 3% per annum, 

5th February. R sells goods worth .. .. .. Rs, 4,700 

15th February. R receives cash .. .. ., Rs. 1,400 

6 th April. M sells goods .Rs. 2,000 

10th May. M accepts a bill for 2 months .. .. Rs. 3,000 

18th June. M purchased goodviavoice date 3rd July Rs. 1,500 

Interest, Rs, 420.82). 

13. Rose and Gulab conducted the following transactions between themselves: 
1965 Rs. 

Jan, 5 Rose sells goods to Gulab .. .. .. -600 

Feb. 8 Rose receives Gulab’s acceptance at 3 

months . .. .. 500 

Feb. 20 Gulab sells goods to Rose (invoice date 

April 15) . 

Mar. 10 Rose pays cash to Gulab .. .. .. 800 


Prepare the statement to be sent by Rose to Gulab on, March 31, 1965, 
allowing interest at 9% per annum. 

(Interest due from Rose, Rs. 23,25). 
14. The City Bank allows interest at 4% per annum on daily balances over 
Rs. 1,000 in an account but charges interest at 9% per annum if an account is 
overdrawn. From the following particulai-s ascertain the interest allowable or charge¬ 


able for the month of December, 1964. 

1964 Rs. 

Dec, 1 Balsmce . ., . - 1,500 

2 Cash deposited. 700 

10 Cash withdrawn .. .. .. 1,400 

15 Cheques deposited . . ■ 600 

20 Cash withdrawn .. .. 2,500 

27 Cash deposited. ■. 800 

31 Cheques deposited . 500 


(Interest chargeable, Rs. 0.81), 
Hint; First ascertain daily balance and calculate interest separately on credit 
balances (over Rs, 1,000) and On debit balances. 







CHAPTER XV 


Partnership Accounts I 


Meaning of Partnersltip 

Partnership is defined in Section 4 of the Pai-tnership Act as “the relation between 
persons who have agreed to share the profits of a business carried on by all or any of them 
acting for all”. From this definition it is clear that, to constitute a partnership, the follow¬ 
ing elements must be present, namely: 

1. There must be an agreement or contract between two or more persons setting 
up the partnership. This contract may be oral or in writing. 

2. There must be a business, and the business must be conducted for earning 
profit and for the sharing of that profit by the partners. 

3. The business should be carried on by all the partners or by one or some of 
them acting on behalf of all the partners. 

Thus, the test of partnership is the existence of a contract to share the profits of a 
business, and mutual agency among partners. The minimum number required to constitute 
a partnership is two and the maximum number prescribed is ten in the case of a bankmg 
firm and twenty in other cases. 

Rights and IDuties of Partners 

The mutual rights and duties of the partners of a firm are generally governed by a 
contract between them. But very often partners do not draw up a comprehensive agree¬ 
ment. Therefore, the Partnership Act has laid down the various rights and duties of part¬ 
ners and also the extent of authority which they enjoy to bind the firm and each partner, 
These rights and duties and the authority can be changed with the consent of all the 

partners. In the absence of a contract to the contraiy, a partner has the following rights: 

% , , 

Bights of Partners 

1. The right to take part in the conduct and management of the businras. 

2. The right to be consulted and heard in all matters affecting the business of 

the partnership, ' - ■ 
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3. The right of free access to all records, books and accounts of the business 
and also the right to examine and copy them. 

4. The right to share profits equally with other partners. 

5. The right to receive interest at the rate of 6 per cent per anmim on sums 
contributed over and above the sum agreed to be invested as capital, 

No interest can be claimed on capital, unless otherwise agreed. 

6. The right to be indemnified by the firm for all acts done by the partners in the 
course of the partnership business, for all payments made by him in respect •• 
of partnership debts or liabilities and for expenses and disbursements maej ^ in 
an emergency for protecting the firm from loss. 

7. The right to have the partnership property used exclusively for the purposes 
of the partnership. 

8. The right to act in emergency for protecting the firm from loss. In doing so, 
he must act as a prudent person would act in his own affairs. 

9. The right to prevent the introduction of a new partner into the firm without 
his consent. 

10. The right to prevent a fundamental change in the business of the firm without 
his consent, 

11. The right to retire according to agreement or with the consent of all the other 
partners. 

12. The right to continue in the business and not to be expelled from it; 

13. The right on retirement to receive cither interest at 6 per cent per annum or 
the profits earned with his capital left in the business, as he chooses. The heirs 
of a deceased partner have a similar right. 

Doties of a Partner 

The duties of a partner towards the firm are as follows: 

1, Every partner must diligently carry on the business of the firm for the greatest 
common advantage. There is no remuneration unless otherwise agreed upon, 

2, Every partner must be just and faithful to the other partners. 

3, A partner is bound to keep and render true, proper and correct accounts of 
the parmership and must allow other partners to inspect and copy the accounts ^ 
of the partnership, 

4, A parmer must indemnify the firm for any loss caused by his wilful neglect or 
fraud in the conduct of the business. 

5, A partner must not carry on a business in competition with the business of the 

firm. If he does so, he must hand over the profits of that business to theV/ 
partnership, ' 

9. A partner cannot assign or transfer his partnership interest to any other pCTSqn r 
' . so as to make him a partner in the business. 

. Bflation of Partnera to TUrd PartieB 

Every partner is aii agtrnt of the firm andall his acts done in the 


ordinary cp^,of^ 



PARTNERSHIP ACCOUNTS— 


313 


the business of the jSrm bind the firm. It follows from this that every partner is liable for 
all acts done by any partner in the business of the firm. The liability is unlimited, joint 
and several, 


The Partnership Deed 

We have stated earlier that a partnership may be created by an oral agreement 
or an agreement in writing. Where it is in writing it is contained in a document called 
Deed of Partnership which must be stamped according to the provisions of the Stamp 
Act. This Deed would usually provide for the following: 

1. The name of the firm and the nature of the partnership business. 

2. The commencement and duration of the business. 

3. The amount of capital to be contributed by each partner.. 

4. The rate of interest to be allowed to each partner on his capital and on his 
loan to the firm, and to be charged on his drawings. 

5. The disposal of profits, particularly the ratio in which profits are to be shared. 

6. The amount to be allowed to each partner as drawings and the timing qif 
such drawings. 

7. Whether a partner will be allowed a salary. 

S. Any variation in the usual rights and duties of partners. 

9. The method by which goodwill is to to be calculated on the retirement or 
death of a partner. 

10. The procedure by which a partner may retire and the method of payment of 
his dues to him. 

11. The basis of the determination of the sums due to the executors of a deceased 
partner and the method of payment. 

12. The treatment of losses arising out of the insolvency of a partner. 

13. The procedure to be followed for settlement of disputes among partners. 

14. Preparation of Accounts and their audit. 


Goodwill 


Broadly speaking, goodwill may be defined as the value of the name of the firm.' 
When the proprietors of a firm wish to retire or otherwise give up the business, they can 
' sell not only the tangible assets like land, building, machinery, stock, etc. but also the 
name of the firm, for the customers of the old firm will than continue to visit that firm 
and,the new proprietbrs will enjoy an initial advantage. 

Goodwill is like any other property of the firm with this difference that it is some" 
thing which comes into existence gr^ually and is not tangible. Despite this difference, 
it is a valuablfe asset for a successful firm. Sometimes a firm may be able to get more for 
ifa goodwill than for the tangible assets. Thereforej it is not proper to treat goodwill m 
fictitious. No doubt, it Is intangible, i.e., it cannot be seen or fdt, but it is valuable in 
case of profitable concerns. In case a firm is not going and is not successful, there wiU be 
no value attached to goodwill and if any such amount appears in the' books of the firm, 
it will then be not only intangible but ^o'fctitipusi / , 
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The need for proper valuation of goodwill would surely arise if one were to purchase 
a running business or to sell it. Valuation is usually based on the special advantages 
enjoyed by a firm over and above other similar firms. 

The special advantages bring a special profit to the particular firm and such profits 
arc not available to other firms. One may say, therefore, that goodwill will be based 
upon the special profits available to a firm. To take an example, suppose firais maVi. 
a profit of 10% on the capital employed. A fiim employs Rs.1,00,000 as capital and earns 
Rs.10,000 as profits. Such a firm will not be able to command any amount by way of 
goodwill because the prospective buyer could also start a new firm, invest Rs.1,00,000 
and earn Rs.10,000 as profits. Obviously he would not think it proper to pay any amount 
for goodwill. If he docs and still earns Rs.10,000 as profits, his income would be less than 
10% since his investment will be Rs.1,00,000 plus whatever he pays for goodwill. But 
suppose another firm also using Rs.1,00,000 as capital eaims Rs.15,000 as profits. This 
firm is earning Rs.5,000 more than other firms. This firm will be able to ask for a substantial 
sum of money as the price for goodwill and the prospective buyer would also be willing 
to pay for the name of the firm or for goodw'ill. He would have to pay surely Rs.1,00,000 
for the tangible assets of the firm and in addition he would be required to pay, say, another 
Rs.25,000 for goodwill. He is still better off because by investing Rs. 1,25,000 he stands 
to get a profit of Ra.15,000 which is more thair 10%. In fact, some people would even 
consider asking Rs. 50,000 for goodwill in such a case because then the buyer would 
have to invest Rs.l,50,000 and get an income of Rs. 15,000, making 10% exactly. The 
exact amount to be paid for goodwill would naturally be subject to bargaining and negotia¬ 
tion but the basic point is that there will be no goodwill if the firm is making only such 
profits as are being made by all firms or such profits as can be easily earned by a person 
starting a new business in the same line. 

Goodwill arises only if a firm earns extra profits. Such extra profits may be called 
super-profits j and goodwill may be based as 3 or 4 or 5 years’ purchase of the super¬ 
profits. One should note here that when a person buys a business, he will be able to get 
profits in future only. He is not concerned with past profits at all. If one considers fire 
factors, which lead to special or super-profite, one will realize that there can be a change 
in those factors. For instance, a firm enters into a contract for supply of raw materials 
at specially low prices and the contract may come to an end. After this, the firm concerned 
will have to pay the price paid by other firms and in that case the profit of the firm will 
come down. The meaning of the above is Idiat when a person wishes to buy a firm and 
calculate the profits for the purpose of valuing goodwill, he should surely .take the past 
profits into account, but should also make an estimate as to what profits are expected 
in future. He should try to see what changes in profit would be brought about by changes 
in the various factors affeclmg the business. Therefore, one can say that goodwill h 
based upon profits expected in future over and above the normal profits earned by various 
firms in the industry concerned. 

We have seen, one method for valuation of goodwill, namely, the super-profits 
method, This consists of multiplying the super-profits by 3 or 4 or 5, being the nuinbM ' 
of years’ purchase agreed upon. The firm’s super-profits may be defined as the difference, 
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between tne actual (average profits of the firm) and the normal profits. The normal 
profits will be calculated as under: 

Capital Employed x General Expectations 

ioo 


General expectation is the yield which is normally available. For instance, 
if one builds a house for giving it out on rent, one may expect an income of i0%. This 
income is the general expectation for houses. Similarly, if one buys Government Securities, 
one would have to be satisfied with an income of about 4^%. This is the general ex¬ 
pectation on Government Securities. General expectation differs from industry to industry. 

Suppose the average profits of a firm are Rs. 16,000. It uses a capital of Rs. 80,000. 
The general expectation is 12%. The normal profits of the firm should be Rs. 9,600, 
i.e.,12%ofRs.80,000. The super-profits ofthe firm are Rs. 6,400, i.e.,Rs. 16,000—^Rs.9,600. 
If goodwill is to be calculated at 4 years’ purchase of super-profits the value will be 
Rs. 25,600, i.e., Rs. 6,400 x 4, 

There is another method for valuing goodwill, namely, capitalization method. 
In this case, the total value of the business is assessed on the basis of tlie actual profits 
(average) of the business using the following formula: 

Actual or Average Profits x 100 
General Expectation 


Suppose a firm makes a profit of Rs. 20,000 per year and the general expectation is 10%. 
Then the total value of the business will be Rs. 2 lakhs. Goodwill will be ascertained by 
deducting the net tangible assets, i.e., the total tangible assets minus liabilities from the 
total value of the business. If in the above case the total net assets are Rs. 1,60,000, goodwill 
will be Rs. 2,00,000-Rs. 1,60,000, namely Rs. 40,000. Usually under this method goodwill 
is valued at a high figure and this metlaod is not much in use. 

A third method is to take the average of profits of a certain number of years and 
value goodwill at 3 or 4 or 5 years’ purchase. In -other words, the average profits are 
multiplied by 3 or 4 or 5 as the case may be. Suppose the goodwill is to be valued at 4 years’ 
purchase of the average of 5 years’ profits and the profits for 5 years are as follows: 


/ 


First year 
Second year 
Third year 
Fourth year 
Fifth year 


Rs. 

12,000 

13,000 

11,000 

14,000 

13,000 


, The total of the five years is Rs. 63,000. The average is Rs. 12,600. Then, goodwill 
will be 12,600 x 4, namely, Rs. 50,400. This is rather a crude method for valuing goodwill 
since it makes no distinction between normal profits and super-profits and goodwill is 
. valued on the basis of the normal profits also. The best method for valuing goodwill is the 
super-profits method. 

The above has been discussed with the idea that goodwill has to be purchased or 
‘ sold like other assets. This will arise in case of sale or purchase of business. Apartfrom sale 
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and purchase of business, goodwill may have to be valued when the value of shares 
of a company has to be ascertained. But the need for valuation of goodwill arises 
mostly in case of partncrship.s even without there being a sale or purchase of business 
This is because the mutual rights and obligations of partners often change and the gaining 
partner has to pay a suitable sum of money by way of goodwill. Such compensations are 
based upon the value of goodwill. Thei'efore, one can say that goodwill has to be evaluated 
in case of partnerships in the following cases: 

(a) Where mutual profit-sharing ratio changes. Suppose previously A and B shared 
profits in the ratio of f and Now B wants share. In such a case, A will be losing J share 
of profits. B must pay to A an amount equal to Jof the value of goodwill. Without such a 
payment, A will not be willing to give up his share of profits and B should not expect it, 
Of course, there is nothing to prevent A from agreeing to the change without any compen¬ 
sation, 

(b) When a new partner is admitted. With the coming of the new partner, 

old partners stand to lose in their shares of profits. Suppose, A and B share 

profits in the ratio of 3/5ths and 2/5ths. If the firm makes a profit of Rs. 20,000, 
A gets Bs. 12,000 and B gets Rs. 8,000. Suppose G is admitted and* is -given 
l/4th share of profits. Then out of Rs. 20,000 he will get Rs. 5,000, the 

remaining Rs. 15,000 will be divided between A and B in the ratio of 3/5th8 
and 2/5tha, namely, A will get Rs. 9,000 and B will get Rs. 6,00p^. Therefore, 
on C’s coming A loses Rs. 3,000 and B loses Rs, 2,000 annually. For this loss,, 
0 must compensate A and B. Again the compensation will be based upion the 
value of goodwill. Of course, witli the coming of C and with the introduction 

of more capital, profits may rise, say, to Rs. 30,000. In that case C will get 

Rs. 7,500, i.e., l/4th. A will get Rs. 13,500 and B will getRs. 9,000. Both 
A and B get more than they did previously but one should note here that the 
extra profit of Rs. 10,000 has come as a result of efforts of all the partners 
including A and B. Therefore, one cannot say that there is no need to compensate them. 
The fact is that out of the previous profit of Rs. 20,000 they have given a share to G as well 
as out of the additional profit arising on G’s admission. 

(c) On retirement of a partner. When a partner retires, he ceases to get a share 
of the profits of the business and his share of profits will then accrue to the remaining 
par^tners. Since the profits in future will depend upon the work done by the retiring partner 
in the past, he is entitled to compensation. For instance, if there are three partners—A, 
B and G—sharing profits in the ratio of 2/5ths, 2/5ths and 1 /5th and the firm makes a profit 
of Rs. 30,000, A will get Rs. 12,000, B will get Rs. 12,000 and G will get Rs. 6,000, Suppose 
B retires. In that case Rs. 30,000 will be divided between A and G only. The ratio will he 
2:1. So A will get Rs. 20,000, and C will get Rs. 10,000. B naturally will get nothing. 
B has to be compensated for this loss to him and the extra gain to A and G. This is also ha^^^d 


, upon the value of the goodwill. , , ' 

(d) On the death of a partner. The reasoning is the same as in (r) aBayci 
T^e heirs of the deceased partner are entitled to a proper share of the 

>4gpoM., , , - ' 
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Dlstributioii of Profits 

According to the Partnership Act, profits are distributed according to the agree¬ 
ment partners. But if there is no agreement, the following applies: 

]. No interest is to be allowed on capital but interest at 6% per annun is allowed 

on advances made by a partner over and above the capital required from him. 
g, A partner is not entitled to any salary or commission for work done by him. 

3 . Profits and losses are to be shared equally. 

As stated already, it is upto the partners to agree to distribute the profits in any 
way they like. They may agree to allow interest on capital at whatever rate they choose, 
to allow interest on advances made by partners at a rate different from 6%, to allow a 
salary or commission on sales or profit to a partner and to share profits in any ratio. 
Suppose a firm has two partners, Rao and Shah. Rao has contributed a capital of Rs. 50,000 
and Rs. 20,000. Shah works wholetune whereas Rao devotes only as much time as he 
chooses. Shah is, therefore, given a salary of Rs. 500 per month. Interest at 9 % is allowed 
on capital. The profits remaining are shared in the ratio of 3/5ths and 2/5ths. The firm 
malfM a profit of Rs. 30,000 in a year before taking into account matters noted above. 
The profit will be distributed among the two partners in the following manner: 


Leas 


Prqfit 

Rs. 

Rs. 

30,000 

Shah's Salary 

6,000 

Interest on Rao's 

Capital ® 9% p.a. 

Interest on Shah's 

4,500 

12,300 

capital @ 9% p.a. 

1,800 

Profit after adjustments 


17,700 


Of this Rao gets 3/5ths, namely, Rs. 10,620. Shah gets 2/5ths, namely, Rs. 7,080. The 
total distribution is as under: 


Salary 

laterest on Capital 
Share of Profit 


Total 


Bao 

Rs. 

4,500 

10,620 

15,120 


Shah 

Ra. 

6,000 

1,800 

7,080 


14,880 


This can also be presented in accounts as under: 


Dr. 


Cr. 

"RT 


To Shah's Capital 

A/c—Salary 
. To Interest on 

Capitals; 

Rao 4,500 

. Shah 1,800 




By Profit & Loss 

AJe (trading 
profit for the 
year) 


To Profit transferred 
to Capital A/cs; 

Rao 10,620 

Shah 7,080 








30,000 





30,000 


30,000 
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Rod's Capital Account 

Dr. Cr. 



To Balance c/d 


Rs. 

6.5,120 


By Bank 

By Profit & Loss 

A/c—Interest 

By Profit & Loss 

A/o—Profit (3/5) 


Rsr 

50.000 

4,500 

10,620 




65,120 




65,120 






By Balance b/d 


65,120 

Dr. 


S/ia/i's Capital Account 

Gr, 


To Balance c/d 


Rs. 

44,880 


By Bank 

By Profit & Loss 

A/c: 

Salary 

Interest 

By Profit & Loss 

A/c: 

Profit (2/5) 


—ST 
30,000 

6,000 

1,800 

7,080 




44,880 




44,880 






By Balance b/d 


44,880 


Interest on Drawings 

In some cases firms charge interest on drawings made by partners. In the absence 
of any agreement, no such interest is chargeable but the partnership deed may lay down 
the rate of interest at which the partners will pay interest on the money withdrawn by 
them from the firm. To the firm it is an income and, therefore, the Profit and Loss Account 
of the firm is to be credited and the capital accounts of partners will be debited. But it 
should be borne in mind that the interest should be calculated according to the period 
involved. Suppose, a partner di-aws money as follows: 

On 1st February, 1963 . ., 1,000 

On 1st May, 1963 ,. .. .. .. ,. 3,000 

On 1st October, 1963 . . .. 2,000 

On 1st December, 1963 .. .. .. .. 1,000 

The partner has to pay interest at 6% per annum. The accounts are closed on 
31st December. Tlie interest payable by him will be calculated in the following way: 


Dale 

Amount 

Numbir of mentis 
to sist December 

InitreSt at 
6% tar annum 


Rs, 


Rs. 

1st Feb, 63 

1,000 

11 

56 

1st May 63 

3,000 

8 

120 

1st Oct. 63 

2,000 

3 

30 

1st Dec. 63 

1,000 

1 

5 , 


210 




Total: 
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Interest can also be calculated by the product method. The amount is multiplied 
by the number of months and the various products are added. Interest is then calculated 
at 6% per annum for one month. The calculation will be as under: 

Dale Amount Number oj months Products 

Ra. to December, iffSy Rs. 


1st Feb. 63 

1,000 

1st May 63 

3,000 

Ist Oct. 63 

2,000 

Ist Dec. 63 

1,000 


11 

8 

3 

1 


11,000 

24,000 

6,000 

1,000 


Total; 42,000 


Interest on Rs. 42,000 at 6% per annum for one month is Rs. 210. With this amount, 
the partners’ Capital Accounts will be debited and the Profit and Loss Account will be 
credited. 

In examinations, sometimes, the date of withdrawal is not given. In that case one 
should assume that the drawings have been made evenly throughout the year and, there¬ 
fore, interest should be charged for an average period of six months. If a parbier has 
withdrawn Rs. 6,000 in a year and 6% interest is to be charged from him, the interest 
will be Rs. 180, namely, 6% on Rs. 6,000 for half year. 


Need for allowing and charging interest 

The necessity for calculating interest arises because of the unequal amounts of 
capital contributed by various partners. If the various partners are equal, i.c., they share 
profits equally and contribute capital equally, there will be no particular point in calculating 
interest on capital. With any rate of interest on capital, the total amount credited to various 
partners by way of interest and profits together will be equal. But suppose there are two 
equal partners contributing unequal capital j A contributes Rs. 50,000 and B contributes 
Rs. 30,000 only. Manifestly, A is at a disadvantage as compared to B because he has 
contributed a higher sum of money as capital and still gets the same profit as B. If interest is 
allowed at the market rate on the capital of the two partners then the partner contributing 
excess capital will have no ground for complaint. Similarly, one can hrgue the need for 
charging interest on drawings. If a partner takes away a larger sum of money as compared 
to others, he is putting the firm to a disadvantage because the firm will be then without so 
much funds. Such a partner should be made to pay interest at the market rate. Therefore, 
Interest on drawings would equalize the position of partners as regards amounts withdrawn, 
by them. 

Need for allowing salary or conumssion 

Under the partnership law all partners are supposed to devote their time to the 
affairs of the firm but in practice many partners may not devote any time and some of the 
partners may have to carry on the ehtire work of the firm. It is in iairness to them that they 
should be compensated for the work done by diem. This can be best done .by allowing them 
a reasonable salary or by giving them a commission on sales made by them or on profits 
earned by the firm. 
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To repeat, however, one should note that all these points have to be covered by the 
Partnership Deed; otherwise, no interest on capital will be allowable and no salary or 
commission will be payable to the partner. 

Illustration 

Kale and Bose start a firm on 1st January, 1963, Kale contributes Rs. 40,000 as 
capital and Bose contributes Rs. 20,000. It is agreed between the two that interest is to be 
allowed on capital at 9% per annum and is to be charged on drawings at the same rate, 
Bose works wholetime for the firm and is, therefore, allowed a salary of Rs. 5,000 per 
annum. During the first year the firm made a profit of Rs. 20,000 before taVirig into 
account the above factors. Kale withdrew Rs. 5,000 and Bose withdrew Rs. 7,000, 

Prepare an account showing the distribution of profits among the partners. Also 
prepare the Capital Accounts. 

Solution 

Profit and Looa Appropriation Account 

Di. Or. 


To Base’s Capital 

A/o-Salary 

To Capital A/cs- 
(Int, on Capitals) 

Kale Rs, 3,600 

Bose „ 1,800 

« 

To Capital A/cs 
(Profits equally) 

Kale Rjb, 5,070 

' Bose „ 5,070 


Rs. 

5,000 

5,400 

10,040 


By Profit & Loss 

A/c-net profit 

By Capital A/cs- 
(Int. on draw* 
ings for 6 months) 

Kale Rs. 225 

Bose „ 315 


Rs. 

20,000 

540 



20,540 




20,540 









Bosc'i Capital Account 


J 

. 31 

If 

9 » 

To Drawings 

To Profit & Loss 
A/c-Interest 
on Drawings 

To Balance e/d 


Ra. 

7,000 

315 

24,555 

1963 

Jan, 

Dec. 

1 

31 

By Bank 

By Profit & Loss 
A/c-' 

Salary 
Interest , 
Profit 


Rs. 

20,000 

5,000 

1,800 

5,079 




^1,070 










! 1964 

j Jan- 

1 

By Balance b/d 


24,555 















In the above example we have seen that the capital of Kale has incre^ed from 
Rs. 40,000 to Rs. 43,445, and similarly the capital of Bose has increased from Rs. 20,000 to 
Rs. 24,555. This is because of the various entries made in the two Capital Aecounts 
because of interest on capital, interest on drawings, salary and share of profit etc. If the 
partners wish to make all entries for these matters in the Capital Account itself, the Capital 
Account will naturally change from year to year. In such a case the capital is called 
Jluetualvig, But the partners may also decide to maintain the Capital Accounts at the 
same old figure and to open another account for each partner to record entries for drawings, 
interest on drawings, salary, share of profit, etc. The name of the account can be Partner’s 
Current Account or Partner’s Drawings Account. In that case,’ the Capital Account will 
continue to be shown always at the same figure and no further entry wUl be made in it 
' except when the partners specifically agree to do so. Every other entry will be made 
in the Current Account and the amount due to a partner will consist of the amounts 
standing to the credit of the Capital Account and also to the credit of the Current Account. 
The Current Account some time shows a debit balance also, indicating that the partner 
, has withdrawn a sum larger than his share of profits etc. To find out the total amount 
due to a partner such a debit balance will have to be deducted from the capital. Both 
Capital Accounts and Current Accounts are shown in the Balance Sheet of the firm. 
One should note that if partners have agreed to contribute capital in the ratio in which 
they share profits, it should be assumed that their capital is fixed. But, of course, in other 
cases also the partners may decide to keep &cir capital at a fixed figure. In the illustration 
given above, the Capital Account and the Current Account of the two partners will 
appear as follows; 


Kale's Capital Account 

Dr. ' ..t>- 
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Dv. Bose's Gopital Account 


1903 

Dec. 

31 

To Balance c/tl 


Rs. 

20,000 

1963 

Jan. 

1 

By Bank 


its. 

20,000 






1964 

Jan. 

1 

By Balance b/d 


20,000 


Kale's Ourrent Account 


Dec. 

31 

To Drawings 

To Profit & Loss 
A/c-Intcrest 
on Drawings 

To Balance c/d 


R.S. 

5,000 

225 

3,445 

1063 

Dec. 

31 

By Profit & Loss 
A/c-Interest 

Profit 


3.600 
5,070' 





8,670 





8,670 






1964 

Jan. 

1 

By Balance b/d 


3,445 

Bose's Current Account 

1963 

Dec. 

» 

31 

it 

To Drawings 

To Profit & Loss 
A/c-Interest 
on Drawings 

To Balance c/d 


Rs. 

7,000 

315 

4,555 

1063 

Dec 

31 

By Profit & Loss 

A/c - Salary 
Interest 
‘ Profit 


ST 

5,000 

1,800 

5,070 





11,870 





11,670 






1964 

Jan. 

1 

By Balance b/d 


4,555 


Final Accounts of a partnership are not different from those for sole proprietorships and 
are prepared on the principles already explained. The only additional point is the distribu¬ 
tion of profit which has been discussed above. 


niustration 66 ' 


The Trial Balance of Wazir and Shah on 31>st December, 1964, was as follows: 


Stock, let January, 1964 
Purchases and Sales 
Goodwill 
Wages 

Wages and Expenses unpaid ., 
Capitals. Wazir 
Shall 
Freehold Laud 
Factory Buildinga 
Plant 

Debtors and Creditors 
Salaries 

Olfice Expenses, 

Manu&cturing Expenses 
Balance at Bank 
Drawings; Wazir 
Shah 

Loan at 9% taken on Ist July, 1964 
Motor Vehicles 


Dr. 

Rs. 

1,50,000 

6,40,000 

40,000 

67,500 


60,000 
34,500 
' 80,000 
50,000 

34.500 

19.500 
52,000 

36.500 
20,000 
10,000 

15,000 

13,09,600 


Gr. 

Rs, 

9,74,000 


14,000 
WO,000 
60,000 


71,500 


50,000 

13,09,600 
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Eeqitired adjustments: 

( 1 ) Depreciation on Factory Buildings @ 4;% on Plant @10?/o and on Motor Vehicles 
@15%. 

(2) Create Provision for Doubtful Debts @ 5% of Sundry Debtors. Create a Reserve 
for Discounts on Creditors @ 2% of the amount due. 

(3) Stock on 31st December, 1964, was Ra. 1,20,000. 

Shah gets a salary of Rs. 500 p.m.; interest on capital and drawings is 6%. The 
Capitals are fixed. 

Prepare the Trading and Profit and Loss Account of the firm for 1964 and its 
Balan ce Sheet as at December 31, 1964. 


Solution 


Mis WAZIR AND SHAH 

Trading and Profit and Loas Account for the year ended Slet Dec. 1964. 


To Opening Stock ., 
To Pucchasea ., ., 

To Wages 
To Manufocturing 
Expenses ,, 

To Gross Profit c/d. .. 


To Salaries .. ., 

To Office Expenses .. 
To Interest on I^an 
/at 9% for 6 monthsl 
To Provision for 
Doubtful Debts 
To Depreciation: 
Fswtoi^Buildings at 4% 

Motor Vehicln 15% 

To Net Profit c/d, 


To Salary to Shah . 
To Interst on 
Capitals: 

Wazir Rs. 7,200 

Shah „ 4,800 

To Profit transferred 
to: 

WaairjRs; 49,225 
Shah* 49,225 


Rs. 

1,50,000 

6,40,000 

67,500 

52,000 

1,84,500 


10,94,000 


1,380 

8,000 

2,250 

1,15,550 


1,85,930 


98,450 


1,16,450 


BySales.. 

By Closing Stock 


By Grooss Profit b/d. 
By Reserve for Dis- 
coimt on creditors 



By Net Profit b/d. 

By Interest on. 
Drawings: 

Wazir 600 

Shah 300 


Rs. 

9,74,000 

1,20,000 


10,94,000 


1,84,500 

1,430 


1,85,930 



1,16,450 
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Admission of a Partner 

Anew partner can be admitted only with the unanimous consent of all the previous 
partners. On admission of a partner the points to be settled are: 

1 , The value of goodwill of the firm. 

2, Revaluation of assets and liabilities. 

3, Share of profits to be given to the new partner. 

4, The amount of capital to be brought in by the new partner. 

All these matters require negotiation and agreement between the firm and the new 
partner. We have already seen the basis on which goodwill is usually valued. But one 
should remember that a new partner may have his own ideas about the value of goodwill 
of the firm and it will have to be settled by mutual negotiations. 

Treatment of Goodwill 

Usually the incoming partner is required to pay a sum (based in his share of profit) 
by Way of goodwill to the other partners over and above the capital to be contributed by 
him. If, for instance, the value of goodwill of the firm is fixed at Rs. 50,000 and the incoming 
partner is to be given 1 /5th share of profits, he will have to pay Rs. 10,000 for goodwill in 
addition to whatever sum he may have agreed to bring in as capital. This Rs. 10,000 
belongs to the existing partners and is a sort of premium for entry into the firm. 

We have already seen how the existing partners will have to give up a share of 
their existing profits to the incoming partner, and the amount of goodwill brought in by 
the new partner is the compensation to the existing partners. When the amount is brought, 
cash is debited and the Goodwill Account is credited. Then the Goodwill Account is 
transferred to the existing partners’ Captial Accounts which are credited in their old profit 
sharing ratio. (This is subject to an important modification which we will discuss below). 
Suppose A and B are partners, sharing profits and losses in the ratio of 3:2. C is admitted as 
a partner and is to be given l/6th share of profits. Goodwill is valued at Rs. 45,000. G 
wfil have to bring in 1 /6th of Rs. 45,000, namely Rs. 7,500 as Goodwill. This amount 
will be credited to A and B in the ratio of 3/5ths and 2/5ths respectively. The following 
entries will be necessary: 

1. Gash Account .. ..Dr. 

To Goodwill Account.. 

Amount brought In by 0 as Goodwill being 
1 /6th of Rs. 45,000. 

2. Goodwill Account ..Dr. 

To A’s Gapital A/c. 

To B’s Ciapit^ A/c. .. ' .. 

Transfer of Goodwill A/c. to the Capital 
Accounts of A and B in the ratio of 3:2. 


Goodwill Paid Privately 

In, somd cases the new partner pays Cash outside the bcolra of the,-,firrii",td the 


7,500 

7,500 


7,500 

4,500 

3,000 
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existing partners for sliaring Goodwill. Obviously in such a case no entries are required 
in the books of the firm. 


When the incoming partner cannot pay for goodwill in cash 


There are cases when the incoming partner may not be in a position to brbg cash 
for his share of Goodwill. In such a case the Goodwill Account is to be raised in books 
at full value, So to say, it has to be recognised that the old partners have created an asset 
and that they are entitled to full credit for that. The entry is: 


Goodwill Account Dr. 

To Existing Partners' 

Capital Account. 

{In the old profit sharing ratio), ' 

In the above case, if O cannot bring cash for (joodwill, the following entry will be 
necessary; 

Goodwill Account ., .. .. ,., Dr, 45,000 


To A’s Capital A/c. 27,000 

To-B*3 Capital A/c. 18,000 


(Raising of goodwill in the books of the firm on 
G’s admission)'. 

If this entry is passed Goodwill will be shown as an asset in the Balance Sheet of. 
the firm and the Capital Accounts of A and B stand increased. 

One should note that if the Goodwill Account already appears in the books of the 
fim, then the entry should be made for such an amount that the Goodwill Account 
will subsequently stand at its proper figure. Suppose, to continue the above example,' 
Goodwill already appears in the books of A and B at Rs. 30,000. Now on C’s admission 
it is valued at Rs. 45,000. In that case the value of Goodwill will be increased by 
Rs. 15,000 and only for this amount the entry will be necessary., The entry be: 




Goodwill Account .. .. .. Dr. 15,000 - 

To A’s-Gapital A/c. , 9,OQO 

To B’s Capital A/c. ,. ' 6,000 

Suppose further that alr»dy in the books of the firm, Goodwill stands at Rs, 50,000 and 
the new valuation iS Rs. 45,000. This means that the value has gone down by Rs, 5,000. 
In this case, the Goodwill Account has to be credited by Rs. 5,000 to bring it down to 
R's. 45,000 and the Capital Account of A and B will be debited. The entry is; i 

A’s Capital A/c. .Dr. 3,000 

B’s Capital A/c, .. .. .Dr. . .’2,000 , !; 

V , .To Goodwill Account ' . ; ' 'SjOOP ' 

^ ' [ * '"s / ' ,■ • ' / I ’ I ' l' '''' . 

.. Gqi^sVlU.tlMed and Written off '• 

i Many foijis do not like that the Goodwill Account should continue 
dh boefe.^irhidds beCause it is an asset which can be converted into cash only if th^'^^- 
bii^ess. Therefore, Goodwill .Account is wiped, off as soon as 
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-'-a 

may write off goodwill against profits by passing the entty: 

Prqfit & Loss Account .. .. .. Dr. 

To Goodwill Account 

But this will be done gradually. If Goodwill Account is to be written off immediately 
the Capital Accounts of all partners, including the new one, should be debited and the 
Goodwill Account credited. The entry for raising the goodwill remains as explained above. 

lUnstriatioia 67 

Dutt and Bhatia are partners sharing profits and losses in the ratio of 5:3. They 
admit Salmi as a partner giving him l/5th share of profits. Sahni brings Rs.30,000 as 
capital but cannot bring anything by way of goodwill, which stands valued at Rs. 40,000. 
The partners desire that the Goodwill Account should not continue to appear in the books. 

Give jonmal entriaB 


Solution 


Jonrnal 


1. 

Cash Account .. .. ,. .. ., ,. 

To Sahni's Oapital A/c. ., . 

Gash brotight in by Sahni as his capitaL 

Dr. 

30,000 

30,000 

2. 

Goodwill Account . 

To Dutt's Qwital A/e. 

To Bhatia's Capital A/c.‘ ., 

Goodwill Account raised at Rs. 40,000 and 
credited to the Capital Accounts of Dutt and Bhatia in the 
ratio of 5:3. 

Dr. 

40,000 

25,000 

15,000 

3. 

Dutt's Capital A/s. .. ,. 

Bhatia's Capital A/c, ,. .. .. .. 

Sahni's Capital Account . 

To Goodwill Account . 

Goodwill Account written off amongst all the partners in the 
new profit sharing ratio. l/5th debited to Sahni, the reoaain 
ing amount debited to Dutt and Bhatia in the ratio of 5 iS. 

Dr. 

Dr. 

Dr. 

20,000 

12,000 

8,000 

40,000 


The careful student will have noted one thing in this case, i.e., that ^though Sahni 
brought in Rs.30,000 as capital, which now stands reduced to Rs.22,000 because Rs.8,000 
has been debited to his Oapital, Butt’s Capital Account has now received' a net credit 
ofRs.5,000 arid Bhatia’s Capital Account has received a net credit, of Rs.3,000. In effect 
it means that, really speaking, Sahni brought in 'Rs.22,000 as Capital and Ra.8,000 as 
Goodwill and this, ^.SjOOO has been credited to the Capital Accounts of the old partners. 
in the old ratio. . 

Different Sacrifice on Adsniusion of a Partner . 

It has been pointed out’above that Good>vill is a conapensation for the.sacriftcc 
made by the existing partners on the admission of a new partner. Suppose A and B shar$ 
profits and lossesin the ratio of 3/4ths and l/4th, C is admitted as a partner and is to,bc' 

' .given l/4th share of profits which is, to come entitdy out of A’s share SO t^at; ih > 
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A -will get 1/2 i.c., 3/4—1/4. B will get l/4th and C will get l/4th. In this case B does not 
stand to lose anything on the coming of C and the entire loss will have to be borne by A 
Therefore, whatever sum is brought in by way of compensation should be given to A 
wholly. From this it follows that if cash is paid by the incoming partner for Goodwill 
it should be credited to the old partners, not in the old profit sharing ratio, but in the ratio 
of their sacrifice. Suppose A and B are partners sharing profits and losses in tlte ratio of 
5 : 3. G is admitted as a partner and the new profit sharing ratio is 7/16, 5/16 and 4/16 
Suppose C brings Rs.20,000 as his share of Goodwill. On the coming of G, A loses 
5/8, 7/16 i.c., 3/16 and B loses 3/8 - 5/16 i.e., 1/16. The ratio of sacrifice is 3 ; 1 because 
A loses three times as much as B. Therefore, Rs. 20,000 brought by G should be divided 
between A and B in the ratio of 3 : 1 and not in the old profit sharing ratio. Suppose 
C also brings Rs. 40,000 as capital. The entries to be passed are: 


1, Cash Account .'Dr. 

To G’a Capital A/c._. 

Amount brought in by G for goodwill and Capital. 

2. Goodwill A/c.Dr 

To A's Capital A/c. 

To B*8 Capital A/c. 

Goodwill credited to A and B in the ratio of sacrifice made by 
them on C‘s admission. * 


60,000 

40,000 

20,000 

20,000 

15,000 


5,000 




This point is very important and should be remembered whenever cash is paid for 
Goodwill. This does not arise when Goodwill is merely raised. However, thpre is another 
method to pass entries and under that method the old partners will be automatically 
credited in die ratio of their sacrifices. The method consists of the following steps: 

1. The whole of the amount brought in by the incoming partner (whether for Good¬ 
will or Gapital) should be credited to bis Gapital Account. 

2. Raise Goodwill at full value crediting existing partners in the old profit sharing 
ratio. 

3. Write off Goodwill to all partners (including the new one) in the new profit sharing 
ratio. ■ 


Taking the above example we pass the following entries under this method: 


1 . 



Cash Account . 

To C's Capital _A/c. 

Amount brought in by C both for capital and goodwill. 

Goodwill Account .' .. 

To A's Gapital Account .. 

To B’a Capital Account . 

Goodwill raised at full value which is 4 times the amount bropgh t 
in by C because G is getting only l/4th share of profits. 


Dr. 


Dr. 


60,000 

60,000 


80,000 

50,000 

30,000 


3, A's Capital Account . Dr. 33,000 

B's Capital Account . Dr. 25,000 

' O's Capital Account .Dr. 20,000 , 

To Ond-.i:". .Wnt. 80,000 

C.ot'vi, li !*■ ■.(■II 0.".- .'•■ all partners in the new ratio, namely, 

: ■u II j.-.'j a:.t'. t/16. 

' -- - - T - _ _ _ ■ _ 

' One will note that the net credit to A is Rs.15,000 and the net credit to B is Rs^S, OOfi 
which is in the ratio of 3 : 5, namely, the ratio of sacrifices. 
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Illastration 68 


The following is the Balance Sheet of Ram and Mohan on 1st January, 1964: 


Ram’s Capital 
Mohan’s Capital .. 
Sundry Creditors .. 


20,000 Sundry Assets 

15,000 Cash 

10,000 


40,000 

5,000 


45,000 


45,000 


The partners share profits and losses in the ratio of 3/5ths and 2/5ths. On the above 
date they admitted Sohan into partnership. Sohan is to be given l/5th share of profits. 
He is to pay Rs. 10,000 as his capital. Goodwill of the firm has been valued at 
Rs. 30,000. 

Give Journal Entries and Balance Sheet in all possible cases in respect of 
Goodwill. 


Gash Account .. ,, 

To Sohan's Capital A/c. .. .. .. .. .. 

To Goodwill Account. 

Amount brought in by Sohan as capital and as goodwill whidi 
is l/Sth of Rs. 30,000. 

Dr. 

16,000 

10,000 

6,000 

Goodwill Account. 

To Ram's Capital A/c. .. .. .. .. 

To Mohan's Capital A/c. .. .. 

Goodwill transferred to capitals of Ram and Mohan in their 
profit shaiing ratio. 

Dr. 

6,000 

3,600 

2,400 


Balance Sheet 


Rs. Ri. 

Ram's Gapiital . 23,600 Sundry Assets . 40,000 

(20,000+3,600) 

Gash . 21,000 

Mohan's Capital. 17,400 (5,000+16,000) 

(15,000+2,400) 

Sohan's Capital .. 10,000 

Sundry Grraitors. 10,000 


61,000 61,000 


Case B—Goodwill Brought in Gash but Withdrawn bv the Existing Partners. 

The two entries given in case A will be repeated here. The entry for withdrawal 
of cash will be additional. The entry will be: 

Rams' Capital A/c. .. .. ..Ht. 

~ Mohan’s Capital A/c. ., .. ..13r. 

To Gash Account .. .. ,.. .. .. 

Withdravtral of amount preciou^y credited to Ram and Mohan 
as Goodwill. > 


3,600 

2,400 


6,000 
















m 


elkments of book-keewng and accountancy 


Bnluice 


Rs. 

Ram's Capital . 20,000 

(23,600=3,600) 

Mohan's Capital. 15,000 

Sohan's Capital . 10,000 

Sundry Creditors. 10,000 


55,000 


Sheet 

Rs 

Sundry Assets . 4Q^QQg 

Casli . 15,000 

55,000 


Case G— Goodwill Paid Privately to Existing Partners. 

In tliis case Sohan will pay Rs. 3,600 to Ram and Rs. 2,400 to Mohan, but no 
entry will be made for this in the books of the firm. The only entry will be for cash brought 
in by Sohan as capital. The entry will be; 


Cash Account .Dr. 10,000 

Tp Sohan’s Capital A/c. . 10,000 

Amount brought in by Soban as capital. 


Balstnce Sheet 


Rs. Rs. 

Ram's Capital A/c, .. .. .. 20,000 Sundry Assets . 40,000 

Mohan's Capital A/c. ,. ., 15,000 Cash . ,, 15,000 

Sohan's Capital A/c. ., ., 10,000 


55,000 55,000 


Case D— Goodwill not Brought in Cash but Raised 


Cash Account .. ,. .Di. 

To Sohan's Capital A/c. .. .. .. 

Cash brought in by Sohan as his capital 


Goodwill Account . ,. .. .. Dr. 

To Ram's Capital A/o. . 

To Mohan's Capital A/c. .. .. * 

Goodwill Account raised in boohs on admission of Sohan at 
full value and credited to Ram and Mohan in tlicir old profit 
sharing ratio, 


10,000 

30,000 

- 1^*4 


10,000 

-18,000 

12,000 


Ram's Capital A/c. .. 
Mohan's Capital A/c. 
Sohan's Capital A/c. 
Sundry Creditors .. 


Balance Sheet 
Rs. 

38,000 Sundry Assets 

27,000 Goodwill .. 

10,000 Cash . 

10,000 , » 


85,000 


40,000 

30,000 

15,000 



■.-■r.r ■ 



Case ^Goodwill Raked but Written Off 


Cash Account .. ... j. Dr. 

' To Sohan's Capit^ A/c. ., ... 

Amount brought in by Sohan as his capital. 


10,000 


10,000 


' '*■ .‘i-. 
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Gkiodwill Account .. .. . 

To Ram's Capital A/c, . 

To Mohan's Capital A/c. 

Goodwill raised on Sohan's admission and credited to Ram 
and Mohan in the ratio of 3:2. 


Ram's Capital A/c. .Dr, 

Mohan's Capital A/c. ,, Dr. 

Sohan's Capital A/c.Dr, 


To Goodwill Account. 

Goodwill written off to Capital Accounts of all partners. I/5th, 
namely, Rs. 6,000 debited to Sohan, remaining amount, 
namely, Rs. 24,000 debited to Ram and Mohan in the ratio 
af3:2. 


30,000 


18,000 

12,000 


14,400 

9,600 

6,000 

30,000 



Balance Sheet 

Rs. 

Rs. 

Ram's Capital A/c. .. 

.. 23,600 Sundry Assets 

40,000 

Mohan's Capital A/c. 

.. 17,400 Cash .. .. , 

15,000 

Sohan's Capital A/c. 
(10,000—6,000) 

4,000 

Sundry Creditors 

10,000 



55,000 55,000 


Revaluation of Assets and Liabilities 

On the admission of a partner the various assets and liabilities are revalued since 
the eating partners are entitled to any profit that has arisen till the date of ndmisHinu. 
Similarly, they are also responsible for all the loss that may have occurred. It is not only 
proper from the point of view of the new partner but also from the point of view of existing 
partners that the Balajice Sheet just after admission should be the true and correct one. 
Therefore, all profits and losses which have arisen because of changes in value of assets 
should'be brought into account and the partners’ Capital Accounts adjusted. The method 
to do this is simple. A Revaluation Account or a Profit and Loss Adjustment Account is. 
ope&d. Any appreciation in the value of assets is credited to this account by debiting the 
accotuit of the assets involved. Similarly, if the value of any asset has gone down, the asset 
concerned has to be credited and Profit and Loss Adjustment Account credited with 
the reduction in the value. In the same way, if there is any liability to tie brought into 
accounts or any inci'ease in liabilities, the Profit and Loss Adjustment Account is debited 
and the account ^ the liability is credited. Any reduction in the aniount due by the firm 
is a profit and will%e debited to the accoimt of the liability concerned and credited Profit 
and Loss Adjustment Account, The balance in the Profit and Loss Adjustment Account 
represents profit or loss-profit if the credit side is heavier and loss if the debit side is heaviw. 
In'either.case it h#s tobc trans%red to the Capital Accounts of existing partnerti in the old 
profit sharing ratio. The new partner is not to be debited and'credited in respect of fixe loss 
or profit on revaluation. Naturally, the Balance Sheet to be prepared after revaluation 
■ will show the assets and liabilities at tiieit changed ' 

, 'l.. "'I.'. ■ 
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Illustration 69 


The following was the Balance Sheet of C, D and E who were equal partners on 
30 th June, 1964: 

Balance Sheet 


Liabilities 

Bills Payable 

Creditors. 

Capital: 

C. 

D , 

E. 


Rs . 


3,300 

6,000 

16,8(M) 

12 , 000 - 

6,000 


Cnsii .. 
Debtors 
Stock .. 
Furniture 
Buildings 


Assets 


Rs . 

“556 

10,800 

11.400 

2.400 
19,500 


44,700 


44,700 


They agreed to take F into partnership and give him a fourth share of the profits 
on the following conditions: 

(1) That F should bring in Rs. 9,000 as Goodwill and Rs, 15,000 as capital, 

(2) That half the goodwill shall be withdrawn by the old partners, 

(3) That stock and furniture be depreciated by 10%. 

(4) That a provision of 5% on Debtors be credited to cover Doubtful Debts. 

(5) That the value of the building having appreciated, the Building Account 
should be raised to Rs. 27,000. 

(6) Creditors which include an amount of Rs. 600 not payable should be reduced 
accordingly. 

Give Journal Entries, show the various ledger accounts and the Balance Sheets of 
the newly constituted firm. 


Solution 


Joarnal 



Cash Account 

To F's Capital A/c, 

To Goodwill Account 

Amount brought in by F as 
his capital and goodwill. 

Cr. 

24,fi00 

■ 


Goodwill Account 

To C'a Capital A/c. 

To D's Capital A/c. 

To E‘s Capital A/c. 

Goodwill credited to the 
existing partners in their 
profit sharing ratio, which 

IS equal. 

Dr. 

» 

9,000 

3,000 

3,000 

3,000 


C’s Capital A/c. 

D's Capital A/c. 

E's Capital A/c. 

To Gash 

Half the amount credited 
to partners as goodwill 
withdrawn by them as per 
agreement. 

Dr. 

Dr. 

Dr. 

1,500 

1,500 

1,500 

4,500. 
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Profit & Loss Adjustment 

Account 

To Stock Account 

To Furniture Account 

To Provision for Doubtful 

Debts 

Amounts written off in 
respect of stock and 
furniture at the rate of 

10% and provision for doubtful 
debts created at 5% of debtors. 

Dr. 

1.920 

l.UO 

240 

540 


Buildings 

Sundry Crcdilois 

To Profit & Loss 

Adjustment A/c. 

Amount debited to Buildings 
for appreciation and credited 
for reduction in liability. 

Dr. 

Dr. 

7,500 

600 

B,liO 


Profit & Loss Adjustment 

A/c. 

To C'a Capital Account 

To D's Capital Account 

To E'a Capital Account 

The profit on revaluation 
of assets and liabilities 
credited to the existing 
partners equally. 

Dr. 

6,180 

2,060 

2,060 

2,060 


Ledger Accounts 

Dn Gash Account Cr. 


i5sr 

June 

30 

To Balance b/d 

To G's Capital 

Ate 

To Goodwill A/c 


Rs. 

600 

15,000 

9,000 

-mr 

June 

30 

By G’s Capital A/c 

By D's Capital A/c 

By E’s Capital A/c 

By Balance c/d 


— 57“ 
1,500 
1,500 
1,500 
20,100 





24,600 





24,600 

1964 

July 

1 

To Balance b/d 


20,100 







Sundry Debtors Account 












June 

30 

To Balance b/d 


10,800 







Stock Account 


TgBT 

June 

30 

To Balance b/d 


11,400 

“I95r 

June 

30 

By Revaluation 

Ale 

By Balance c/d 


‘ 1,140 
10,26Q 





11,400 





11,400 

1964 

July 

1 

To Bsdance b/d 


10,260 
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Fnniitore Account 


1964 

June 

30 

To Balance b/d 


2,400 

1964 

June 

30 

By Revaluation 

A/c 

By Balance c/d 


240' 

2,160 





2,400 





2,40fl 

1964 

July 

1 

To Balance b/d 


2,160 





1 

' 1 


Buildings Account v 


iW 

June 

>» 

30 

To Balance b/d 

To Revaluation 

A/c 


19,500 

7,500 

19&4 

June 

30 

By Balance c/d 


27,000 





27,000 





27,000 

1964 

July 

1 

To Balance c/d 


27,000 







BUIb PnyaBle Account 





1964 







June 

30 

By Balance b/d 

3,300 


Sundry Creditors Account 


ISST 

June 

30 

To Revaluation A/c 

To Balance c/d 


600 

5,400 

TSGT 

June 

30 

By Balance b/d 


6,000 





6,000 





6,000 






July 

1 

By Balance b/d .. 


5,400 




Goodwill Account 



June 

30 

To Tranaferito: 

C'l Capital A/c 

D's Capital A/c 

B'a Capital A/c 


lUi. 

3,000 

3,000 

3,000 

1964 

June 

30 

By Cash A/c 


R3. 

9,000 





9,000 





-9,000 


Revnluslion Account 


1964 

June 

1 

30 

To Stock A/c 

To Furniture A/c 

To Provision for 
Doubtful Debts A/c 
To PioSt transfema ' 
toj 

' O's Capital A/c 
'D*s Capital A/c 

E's Capital A/c 

' 

1,140 

240 

S40 

“reST 

June 

30 

By Buildings A/c 

By Sundry Creditors 

, 1 


7,500 

600' 

' * '* 



. 2,060 
2,060 
2,060 




' 




1 


8,100 







r - 

1 




1 








June 30 To Balance c/d 


I5,000|| June 30 By Cash Account 
July 1 By Balance b/d 


Balance Sheet df G, D, £ and F as at June 30, 1964 


ssits 

FixBD Assets: 
Building 
Furniture 
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Reserve etc. in the Balance Sheet 

Since the existing profits belong to the existing partners and they are responsible 
for all existing lossesj any reserve or any account in the nature of accumulated profits 
appearing in the Balance Slieet should be transferred to the Capital Accounts of the 
existing partners in their profit sharing ratio whenever a new partner is admitted. A new 
partner is naturally not entitled to any share of the profits already earned by the firm. 

niuBtration 70 


The following is the Balance Sheet on 1st January, 1964, of Khanna and Varma 


who share profits and losses 

in the ratio of 5 

:3. 



Liabilities 


Assets 




Rs. 



Rs. 

Sundry Creditors 

11,000 

Cash at Bank 


4,000 

Reserve. 

4,000 

Debtors 

.. 10,000 


Capitals: 


Less Prov. 





for doubtful 



Khanna ., 

20,000 

debts .. 

500 

9,500 

Varma .. 

16,000 


,= 




Stock .. 

• • 

10,500 



Furniture 

• • 

2,000 



Machinery 

. . 

20,000 



Goodwill 

» ■ 

5,000 


51,000 



51,000 


On the above date they admitted Sharma into the partnership agreeing to give him 
l/5th share of profits on the following terms; 

(1) Sharma was to pay Rs. 15,000 as Capital. 

(2) Goodwill was to be valued at two years purchase of average of four years 
profits. These profits were: Rs. 10,000, 11,000, 9,000 and 12,000 respectively. 

(3) Stock was to be written down by Rs. 1,500. 

(4) The provision for doubtful debts was tb be raised to 6% of the debtors. 

Give Journal entries and the Balance Sheet of the firm as newly constituted., 


Solution 


Journal 


”I5S? 

Jan. 1 

Cash Account 

Dr. 


To Sharma's Capital Ajc 

Cash brou^t in by 

Sharma as tvis capital. 

, 


-ET" 

, 15,000 


15,000 
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■m — 

Jan. 1 

Goodwill Account 

To Khanna's Capital A/c 

To Varma's Capital A/c 

Goodwill debited by Rs. 16,000 
to make it up to its present 
value of Rs. 21,000'", credit 
being given to the existing 
partners in their profit 
sharing ratio 

Dr. 

Rs. 

16,000 

Rs. 

10,000 

6,000 


Reserve Account 

To Klianna's Capital A/c 

To Varma's Capital A/c 

Reserve transferrM to the 

Capital Accounts of existing 
partners in their profit 
sharing ratio. 

Dr. 

4,000 

2.500 

1.500 

9f 

Revaluation Account 

To Stock Account 

To Provision for 

Doubtful Debts 

Stock credited by Rs. 1,500 
to bring its value down 
to its proper level and 
provision for doubtful 
debts credited to increase 
it to Rs. 600 i.e., 6 % of 

Rs. 10,000. 

Dr. 

1,600 

1,500 

100 

ff 

Khanna's Capital A/c 

Varma's Capital A/c 

To Revaluation A/c 

The loss on revaluation 
debited to the Capital 

Accounts of existing 
parmers in their profit 
sharing ratio. 

Dr. 

Dr. 

1,000 

600 

1,600 


Balance Sheet of M/s. Khanna, Varma & Sharma as at January 1,1964. 


' Liabilitia 

Rs. 

Assih 

Rs. 

Sundry Creditors. 

11,000 

Cash at Bank . 

19,000 

Capital Accounts: .. .. 

Khanna. 


Sundry Debtors .. 10,000 

Less Frov. for 


Varma. 


Doubtful Debts .. 600 

Sharma. 


btOCfc , . . 



80,400 

Furniture. 

Machinery .. 

Goodwill. 

2,000 

20,000 

21,000 

80,400 


•The value of the goodwill has been ascertained as follows; The total of the 4 years' profits 
is Rs, 42,000. The average profit is Ra. 10,500 i,e., 42,000. At 2 years' purchase, 


4 

Goodwill comes to Rs. 21,000. Since Goodmil already appears in the Balance Sheet 
at Ra. 5,000, a fmilier entry of Rs. 16,000 it necessary. 
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Ascertaining New Profit-Sharing Ratio 

On the admission of a partner normally the profit-sharing ratio of the other partners 
does not change. After giving a share of profits to the incoming partner, the eristine 
partners contintie to share profits and losses in the same old ratio. To find out the new 
profit-sharing ratio, the share of profits given to the incoming partner should be deducted 
from one. Then the remainder should be shared amongst the existing partners in their 
previous ratio. Suppose, A and B share profits and losses in the ratio of 3: 2. G is admitted 
and is given l/4th share of profits. After G being given l/4th, 3/4ths will remain i.e. 

1 — 1/4. This 3/4ths will be divided by A and B in the ratio of 3: 2. A will get 3/4 x 3/5 or 
9/20. B will get 3/4 x 2/5 or 6/20. 0 gets 1/4 or 5/20. Therefore, the new ratio is 9; 6: 5. 

Sometimes an incoming partner purchases his share of profits from the other 
partners in a different way. He may get a certain share from one partner, and a different 
share from another partner. The incoming partner’s share will be the addiiim of what 
he has purchased from others. The other partners will give up the share given to the new 
partner and, therefore, their new share in profits will be their old share minus what they 
have given up. Suppose A and, B share profits and losses in the ratio of 5: 3. G is admitted 
and is given 3/16 by A and 1/16 by B, C’s share will be 3/16 plus 1/16 or 4/16 or 1/4. 
A’s share will be 5/8 - 3/16 or 7/16. B’s share will be 3/8 - 1/16 or 15/16. The new ratio, 
therefore, is 7; 5: 4. 


Capital in Profit Sharing Ratio ' 

Often, on admission of a partner, it is decided that the capital of the partners will 
be in their profit-sharing ratio j or, it may be that the incoming partner is a^ed to bring 
a certain amount as capitd and the other partners’ capital is then adjusted on this basis. 

It may also be that the incoming partner is asked to bring a capital proportionate to his 
share of profits in the firm. Suppose, after adjustments, the capital of A and B is Rs. 40,QOO 
and Rs. 20,000. G is admitted with a capital of Rs. 15,000. The new profit sharing ratio 
is to be 7 : 5 ; 3. This means that capital for a 3/15ths share of profits is Rs. 15,000. For a 
full share the capital will be 15,000 x 15/3i.e.,Rjs. 75,000. A’s capital should be 7/15thsof 
Rs. 75,000 orRs. 35,000 and B’s capital should be 5/16ths ofRs. 75,000 namely Rs. 25,000. 
It means that B has to bring in Rs. 5,000 more since his present capital is only Rs. 20,000. 
A’s capital is Rs. 5,000 in excess. He can either withdraw cash for it or this amount may 
be transferred to his Current Account by debiting the Capital Account. In this manner 
the Capital Account will show a credit balance of Rs. 5,000. 

We can amve at the capital of A and B in a different way also. For a 3/15ths share, 

’ the capital is Rs. 15,000. For 5/15ths share the capital should be Rs. 15,000 x 15/3 % 5/15 
or Rs. 25,000.‘This is for B. Similarly, for A the capital should be Rs. 15,000 x 15/3 x 7/15 
or As. 35,000. - . ,' , 

Suppose, in the aboye exatnpl^ the capital to be bi'ought in by G is not m^tienieo.- 
ly. He is to bring a capital proportionate to his share of the total'capil?^!. The , 

,,.capiuiipf A and B is Rs. 60,000 i.e., Rs. 40,000 plus Rs. 20,000. This is for a ljglil jfe 

jlsliafr.e-i'^’he.fuli share comes'to'iRs..60,000 x l'5'/12, naniely» Rgi 75,000.- Of ihis'qs^^® 

'.‘'If 
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■ bring 3/15ths or Rs. 15,000. We can arrive at the capital to be brought in by G by the 
following calculation also: 

When capital is made to be in the profit-sharing ratio, it should be treated as 
fixed and further adjustments (regarding future profits or loss, interest on capital, salary, 
etc., of the partners) should all be made in the Current Accounts of the partners. 

niustratioii 71 


A and B share profits in the ratio of 3 : 1, On 31st December, 1961, their Balance 
Sheet was as under: 


Liabilities 

Rs. 

Assets 

Rs. 

Greditots 

General Reserve 

Capital Accounts: 

A 

B 

30,000 

16,000 

37,500 

4,000 

46,000 

Cash at Bank . 

Bills Receivable .. 

Debtors. 

Stock . 

Fixtures. 

Land and Buildings 

n 



87,500 


87,500 


On 1st January, 1962, C was admitted into the partnership on the following terms: 

[a) That C pays Rs. 20,000 as his capital for a fifth share in future profits of 
the firm. 

{h) That stock and fixtures be reduced by 10% and 5%. Provision for Doubtful 
Debts be credited on debtors. 

(«) That the value of land and buildings be appreciated by 20%. 

(rf) That the share of 0 in the firm’s goodwill be valued at Rs. 4,000 but that 
C will not be required to bring cash for goodwill. 

(«) That the Capitals of the partners be in their profit-sharing ratio, the necessary 
amounts being paid in or withdrawn. 

Give the Profit and Loss Adjustment Account, Goodwill Account and the 
Capital Accounts of the partners together with the Balance Sheet after the above 
arrangements have been put through. 

Solution 


Joiwnal 




Rs. 

Rs. 

Jan. 1 

Cash Account .Dr. 

To Q's Capital A/c .. ., . 

Amount brought in by G as his capital. 

20,000 

20,000 


Goodwill Account .Dr. 

To A's Capital A/e . 

To B's Capital A/c .. ,. .. . < • 

Goodwill credited to Oapitid A/cs of A and B in the 
ratio of 3:1. Goodwill raised at full value, namely, 

4,000 X 5/1 because C is unable to bring Goodwill 
in cash. 

20,000 

15,000 

5,000 

f 

A 
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1062 '' 

Jan, 1 

General Reserve A/c .Dr. 

To A/*s Capital A/c. 

To B's Capital A/c 

Transfer of General Reserve to Capital Accounts of A 
and B in their profit-sharing ratio. 

-ST- 

4,000 

3,000 

1,000 

iJ 

Revaluation Account .Dr. 

To .Stock A/c. 

To TumUure A/c . 

To Provision for Doubtful Debts A/c 

Amounts written off for stock and furniture and 
provision for doubtful debts credited at 5% of debtors. 

2,900 

2,000 

100 

BOO 

31 

Land and Buildings A/c .. .. .Dr. 

To Revaluation A/c. 

Appreciation in the value of land and buildings. 

5,000 

5,000 

91 

Revaluation Account .. .. .. .. .. Dr. 

To A's Capital A/c . 

To B’s Gapital A/c .. _. 

Transfer of profit on revaluation to Capital Accounts of 

A and fi in their profit-sharing ratio. 

2,100 

1,575 

525 

11 

Gash Account .Dr. 

To A's Capital A/c. 

Cash brought in by A to make up his capital to 

Rs. 60,000, i.e., according to bis profit-sharing ratio* 

10,425 

10.425 

11 

B's Capital Account .Dr. 

To Cash Account .. . 

Amount brought in by B to make his capital to Rs. 20,000 
i.e., l/5th of Rs. 1,00,000. 

2,525 

2,525 


Balftnce Slie«t o£ Mja. A, B and C bb at January 1,1962. 


LiabUitiit 

Rs. 

Assets 

Rs. 

Creditors .. ., 

Capital Accounts; 

A. 

B. 

C. 

37,500 

60.000 

20,000 

20,000 

Cash at Bank . 

Bilb Receivable.. 

Debtors .. .. 16,000 

. Less Prov. {qp 

Doubtful Debts 800 

50,400 

3,000 

15,200 

18,000 

900 

30,000 

20,000 

Stock . 

Fixtures .^ . 

Land and Buildings 

Goodwill. >. 

1,37,500 

1,37,500 


* Oalculation: Amount brought In by 0 for l/5th »hate is 20,000. Total Gapital of the finn is, 
tliereforc, Rs. 1,00,000. A’s share comes to 1,00,000 x 3/5 or 60,000. 


. RetaremenH of a. Partner 

’,; , The pfohlems to be 
be dealt with on admission 
.of assets imd liabilities^ 

It, I- V 


dealt with on retirement of a partner are similar to those to 
of a partner. These relate chiefly to goodwill and rev^u^tiO^,||' 


























PARTNERSHU" AOCOXINTS—I 


341 


Goodwill 

In case of letirement there is no question of any amount being brought in cash as 
Goodwill. Usually, Goodwill is revalued at its full value, crediting all partners including 
the retiring partner in the profit-sharing ratio. Of course, if Goodwill Account appears in 
books already, the entry is to be passed for the difference in the present value of goodwill 
and as already recorded. This means that if the present value of goodwill is less thari 
its book figure the difference will have to be credited to Goodwill Account, debiting all 
partners in the profit-sharing ratio. However, taking the usual case, when Goodwill does 
not appear in books already. Goodwill will have to be debited and all the partners will 
have to be credited. If no finther treatment of goodwill is required. Goodwill will appear in 
the Balance Sheet of the newly constituted firm. 

Sometimes Goodwill is not raised at its full figure; entry is passed only for the 
amount due to the retiring partner. In this case, it is also usual to write off such amoimts 
against the Capital Accounts of the remaining partners in their mutual profit-sharing 
ratio (subject to a qualification discussed below). Suppose A, B and G are partners, sharing 
profits and losses 2: 2: 1. B retires. Goodwill is valued at Rs. 25,000. We may pass the 
following entries: 


EUhir 

Goodwill Account.. ., 

To A's Capital A/c . 

To B’s Capital A/c .. . 

To C'a Capital A/c .. . 

Goodwill Account raised at full value on the retirement of B.' 

Dr. 

Rs. 

25,000 

Rs. 

10,000 

10,000 

5,000 

Or 

(i) Goodwill Account .. .. .. .. .. .. 

To B's Capital A/c. 

The amount of Goodwill, namely, 2/5th of Rs. 25,000 due to B 
credited to him on his retirement. 

. Dr. 

10,000 

10,000 

(ii) A’s Capital A/c . 

C’s Capital A/c .'.. ,. ' . 

To Goodwill Account . 

. Dr. 

. Dr. 

6,667 

3,333 

10,000 


Goodwill written off to the remaming partners in the ratio of 2:1 
which is the profit-sharing ratio after B's retirement. 


In the first case the Goodwill Account will appear in the Balance Sheet. In the 
second case there will be no Goodwill Account appearing in the Balance Sheet since it has 
been raised, and then written off, However, there is one point which should be noted. In 
the event of retirement of a partner, the remetining partners may continue to share profit 
and losses in the same ratio as hitherto. In the above example, the assumption is that, ^ 
betweep A and Q, ^e profl,t-sharing ratio has not digged. Tlrat is why we assumed it, to 
, be 2 : 1, since previously when A received Rs. 2i C received Re. 1. But on retirement qf a 
partner, the profit-sharing ratio of the other partners may also change. Suppose, in, the 
.' above case,, on B’s retirement, the profit-sharing ratio is made equal, then both A,and 
JJ,'C will sWe profits and loses equally. This means that B’s share of 2/5th5 has been token, 
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by A and C in a different ratio than their hitherto profit-sharing ratio. In other words 
they have gained differently. The gain is calculated as under: 

A 1/2 —2/5 or 1/10 

G 1/2 — 1/5 or 3/10 

1/10 -|- 3/10 make 2/5ths which was previously the share of profits of B. It 
that B’s share has been taken by A and C in the ratio of 1: 3. Therefore, it is proper 
that on B’s retirement his share of Goodwill should be debited to A and C in the ratio 
of 1: 3. Therefore, if Goodwill is raised only at the figure due to B, the two entries 
would be the following: 


Goodwill Account. 

To B's Capital A/c . 

Amount due to B for goodwill namely, 2/5th ofRs. 25,000. 

Rs. 

, Dr, . 10.000 

“IT 

10,000 

A'b Gapital A/c . 

G's Capital A/c .. .. .. 

To Goodwill A/c ._. 

Goodwill witten off to Capital Accounts of A and C in the ratio of > 
their gain on B's retirement. 

. Dr, 2,500 

. Dr, 7,500 

10,000 

Thus it will be realized that Rs. 10,000 due to B is being provided as to Rs. 2,530 
by A and Rs. 7,500 by G. This can also be made clear by passing entries in the usual 
way, namely, raising Goodwill at full value and then writing it off. For raising goodwill 
the entry will be: 

Goodwill Account. .. 

To A's Capital A/c . 

To B's Capital A/c .. .. . 

To C's Capital A/c ■, ... . 

- 

. Dr. 25,000 

1 1 

Ra 

10,000 

10,000 

5,000 

For writing off goodwill the entry is: 

A's Capital Account . .. .. .. 

C's Coital Account .. ,. . 

To Goodwill Account. 

. Dr. 12,500 

,. Dr. 12,500 

25,000 


Goodwill written off to A and G in their new profit-sharing ratio. 


It will be seen from these two entries that the net effect is that A has been debited 
by Rs. 2,500 and G has been debited by Rs. 7,500. Therefore, one should note that if 
Goodwill is raised only at the partied figure of what is due to the retiring partner, it should be written 
off to the remaining partners in the ratio of their gain and not in their new or old profit-sharing ratio. 

Evaluation of Assets and Liabilities is done exactly in the way in which it has been 
discussed for admission of partners. The profit or loss is transferred to all partners including 
the retiring partner in the old profit-sharing ratio. ^ 

Reserves 

On retirement, a partner is definitely entitled to his share of the past accumulated 
profits. Therefore, in any case, his Gapital Account should be credited and Reserve, 
Account debited for his ^arc. But usually the whole of the reserve is closed by transfer 
,to the Gapital Accounts of all partners in fire old profit-sharing ratio. 
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Transfer to Loan Account 

The amount due to the retiring partner, as shown by the Capital Account as 
a finally adjusted, is transferred to his Loan Account, As and when the loan is paid, it 
be debited and Gash Account credited. One should note that the retiring partner is 
entitled to receive, in the absence of any agreement to the contrary, either interest at 6% 
per annum on the amount due to him by the firm or such a share of profits as has been 
earned by the firm with the use of funds belonging to him. The choice is his. Suppose 
A, B and G were partners. B has retired and the position is as under; 



Rs. 

B’s Loan Account 

50,000 

A’s Capital Account 

60,000 

C’s Capital Account 

40,000 

Total Profits earned 


by the firm 

20,000 


In the absence of any agreement B can eithei* receive 6% of Rs. 50,000, namely, 
Rs. 3,000 or, he can say that since the firm has earned Rs. 20,000 by using a total sum of 

Rs, 1,50,000, his share of the profit is ~ 6.667, Obviously lie would 

like to receive the latter sum. But suppose the firm had earned only Rs. 6,000 as profit. 
He would have preferred to receive ]^, 3,000 being 6% of Rs, 50,000. 

Illustration 72 


Pappu, Kuku and Goloo were in partnership sharing losses in the ratio of 3 : 2 : 1. 
On 1st January, 1963, Kuku retired. On that date the Balance Sheet was as follows: 


LiabilUits 


Rs. 

Assets 


Rs. 

Bills Payable.. 

Expenses Owing 

Trade Creditors 

Reserve 

Capitals; 

Pappu 

Kuku 

Goloo 

« ■ • « 

5,000 

2,000 

7,000 

3,000 

Plant & Machinery 
Patents 

Debtors 

Less Prov. 

10,000 " 
500 

30,000 

3,000 

9,500 

11,000 

500 

15,000 

12,000 

10,000 

37,000 

Stock 

Cash 

.. 



54,000 



54,000 


The terms were: 

1. Goodwill was to be valued at Rs. 12,000. 

“ 2. Expenses owing to be brought down to Rs. 1,500; Plant and Machinery is 
to be valued at 10% less than the book value and Patents at Rs. 4,000. 

3. The total capital of the newly constituted firrd was fixed at Rs. 30,000 to be 
contributed by the partners in the profit-sharing ratio. 

Prepare journal and ledger accounts to record the above and giving the Balance 
Sheet after Kuku’s retirement. 
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34'i- 

Salutioii 


Jonvnal 



Goodwill Account . 

To Pappu’s Capital A/c, . 

To Kuku's Capital A/c. 

To Goloo's Capital A/c. . 

Goodwill Account raised on retirement of Kuku. 


Kevaluntion Account .Dr. 

To Machinery A/c. 

Reduction in the vmue of machinery on the retirement 
ofKuku. 


Expenses Owing .. .. .. Dr. 

Patents .Dr. 

To Revaluation A/c. 

Increase in the value of patents and reduction in the 
amount of Expenses Owing, 


iu‘s Capital A/c. 

Kuku's Capital A/c.Dr. 

Goloo's Gapilal A/c.Dr. 

To Revaluation A/c. 

Transfer of the loss on revaluation to the Capital 
Accounts of partners in their profit sharing ratio. 



Reserve Account.Dr. 

To Pappu's Capital A/c. . 

To Kuku's Oapital A/c. .‘ . 

To Goloo’s Capital A/c. . 

Transfer of reserve to Capital Accounts of partners on 
retirement of Kuku. 


Kuku's Capital A/c.. .. .. Dr. 

To Kuku's Loan A/c. . 

Transfer of amount due to Kuku to his Loan A/c. 


Pa^u's Capital A/c, .. ..Dr. 

'lo Pappu's Current A/c. .. .. 

Amount transferred to Pappu's Current Account to make 
his capital equal to Rs. 22,500, namely, 3/4tb of 
Rs. 30,000 of the total capital. 


Goloo's Oapital A/c. .Dr. 

To Goloo's Current Me. 

Amount transferred to Goloo's Current Account to 
make his capital equal to l/4th ofRs. 30,000^_ 


Balance Sheet of Fappo & Goloo as at January 1,1963 


LiaeMus KJ. Atttfs 

Bills Payable 5,000 Goodwill 

Expenses Owing 1,500 Plant & Machinery 

Trade Creditors 7,000 Patents 

Kuku's Loan A/c 16,500 ■ Debtors 10,000 

Less Prov. 500 

Goloo's Otnrent A/c 4,750 Stock 

Capital Accounts; 

Pappu 22,500 Cash 

Goloo 7,500 Pappu’s Current A/c 



fr 


s 

Cm 

E 
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payment of Loan 

In the case of payment of loan to a retiring partner the terms of the agreement 
have to be naturally followed. If the loan is to be repaid in equal instalments the loan 
should be divided by the number of instalments and, every time, the instalment due plus 
the interest on the total amount remaining out-standing will be paid. Suppose in the 
above example, Kuku’s loan is to be paid as under: 

Rs. 1,500 immediately and the remaining amount in three equal annual amounts 

bearing interest at 9% per annum. 

In that case the immediate payment, of course, will be Rs. 1,500. That will leave 
Rs. 15,000 as standing and will have to be paid as to Rs. 5,000 annually. Butin addition to 
this the interest will also be payable. For the first year the interest is Rs. 1,350 i.e., 9% 
on Rs. 15,000. So the total sum payable in the first year will be Rs. 6,350. The amount 
outstanding for the second year is Rs. 10,000 and interest is Rs. 900. The amount to be 
paid at the end of the second yeqr is Rs. 10,900. In the same way the amount to be paid 
at the end of the third year is Rs. 5,450. The account will stand as follows: 


Dr. Kuka's Loan Account Cr. 


I'ssr 

Jan. 

Dec. 

1 

31 

To Bank Account 

To Bank Account 
(Rs. 5,000+ 

Rs. 1,350) 

To Balance c/d 


- ET" 

1,500 

6,350 

10,000 

Tssr 

Jan. 

Dec. 

1 

31 

By Kuku’s Loan 

Ale 

By Interest A/c 

9% onRa. 15,000 


Rs. 

16,500 

1,350 





17,850 





17,850 

1964 

Dec. 

» 

31 

To Bank Account 

To Balance c/d 


5,900 

5,000 

1964 

Jan. 

Dec. 

1 

31 

By Balance c/d 

By Interest A/c 


10,000 

900 





10,900 





10,900 

1965 

Dec. 

31 

To Bank A/c 


5,450 

1965 

Jan. 

Dec. 

1 

31 

By Balance b/d' 

By Interest A/c 


5,000 

450 





5,450 





5,450 


Joint Life Policy 

\ 

Partners often take out a life insurance policy on their lives jointly. Annually a 
sum of money, known as premium, is paid to the life insurance company (Life Insurance 
Corporation of India). The company will pay the amount of the policy on the death of 
any one of the partners. The payment of premium also stops on death. This arrangement 
is usually made to provide funds for settling the claims 6f theheirs of the deceased partner. 
Of course, a joint life policy strengthens the financial position of the firm also. 

Itis possible to treat a joint life policy in two ways in accounts, Tlieannual premium 
can be treated as an expense and debited to the Profit and Loss Account, In such a case, 
there will be no joint life policy account in theSbooks of the firm and, naturally, nothing, 
wll appear in the balance sheet. On the death of a 'partner, the firm will receive the'full 
amount. This must be credited to the capital account of all the partnears in the profit 


; , sharing ratio. 

fW' , ' . i 4"’'. 



^. i,V's:A -.T 
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The second method is to debit the premium paid to an account raiVc i Joint Life 
Policy Account which will be treated as an asset. It is, however, not proper to treat the 
whole of the amount paid as premium as an asset. This is because if the firm stops paying 
premiums, the life insurance company will not refund the whole of the amount paid as 
premiums but will pay only a fraction of the premium received by it. The amount wHch the 
insurance company is prepared to pay immediately in cash in case of stoppage of further 
payment of premium is called "surrender value”. In the books of the firm, the Joint Life 
Policy Account should not be shown at more than the surrender value. Hence if premiums 
are debited to the Joint Policy Account, a sum sufficient to reduce the balanPA 
account equal to the surrender value should be debited to the Profit and Loss Account 
and credited to the Joint Life Policy Account. Thus this account will show a debit balance 
equal to the surrender value. This will be shown in the Balance Sheet. If it is so desired, 
the amounts necessary to reduce the Joint Life Account to its surrender value may be 
credited to a separate account called the Joint Life Policy Reserve Account. Credits 
will accumulate in this account and debits in the Joint Life Policy Account. The HiffAymp, 
between the balance of the two accounts will be equal to the surrender value. 

If a partner dies, the firm will receive the full amount of the policy, This amount 
is credited in the Joint Life Policy Account. If a Joint Life Policy Reserve Account is main¬ 
tained it will also be transferred to the Joint Life Policy Account and thus closed. Thebalance 
inthcJointPolicyAccountwillrcpresenta profit to the firm and will be transferred to the 
capital accounts of all the partners (including the deceased partner) in the profit-sharing ratio. 

nittstration 73 

A, B and G were partners sharing profits and losses in the ratio of 5':3:2. On 21st 
January, 1961, they took a joint life policy for Rs. 40,000 paying Rs. 1,500 as premium 
annually. The surrender value of the policy was: 

1961, Rs. nilj 1962, Rs. 500j 1963, Rs. 1,200; 1964, Rs. 2,100. 

On 30th September, 1964 B died. Prepare accounts to show effect of the above when; 
(i) premiums are treated as an expense and (ii) the Joint Life Policy Account is maintained 
at its surrender value. 


Solution 

(i) When premiums are treated as an expense. 

Dr. Joint Life Policy Inattrance Premium Account_^ 


1561 

Jan. 

1962 
Jon. 

1963 
Jan. 

1964 
Jan. 

21 

To Bank Afc 


ST 

1,500 

Tggr 

Dec. 

1962 
Dec. 

1963 
Dec. 

1964 
Dec. 

31 

By Profit & Lobs 
A/c-Tranafer 


-ST” 

1,50Q 

21 

To Bank A/c 


1,500 

31 

By Profit & Loss 
A/c-Transfcr 


1,500 

21 

To Bank A/c 


1,500 

31 

By Profit & Loss 
A/c-Transfer 


_ j, - 

1,500 

21 

To Bank A/c 


1,500 

31. 

By Profit & Loss 
A/c-Tranafer 


L500 
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Profit and XjOSS Account 



1964 

Sept. 

30 

To Transfer to- 
Capital Accounts: 

A 5/10 20,000 

B3/10 12,000 

G2/10 8,000 


40,000 

1964 

Sept. 

30 

3y Bank A/c 


40,000 



Dr. 



Joint Life Policy Account 

Cr. 

1964 





1961 



■ 


Jan. 

21 

To Bank A/c 


1,500 

Dec; 

31 

By Profit & Loss 

A/c ' 

I 

1,500 

1962 





1962 





Jan. 

21 

To Bank A/c 


1,500 

Dec. 

31 

By Profit & Loss 

A/c 

■ 

1,000 








By Balance c/d 
(Surrender value) 

■ 

500 





1,500 




■ 

1,500 

1963 




mm 

1963 



■ 


Jap. 

1 

To Balance b/d 

■ 


Dec. 

31 

By Profit & Loss 

A/c 

■ 

800 


21 

To Bank A/c 

■ 


>1 


By Balance c/d 

■ 

1,200 





2,000 




■ 

2,000 

1964 





1964 



■ 


Jan. 

1 

To Balance b/d 



Sept. 

30 

By Bank A/c 


40,000 

I* 

21 

To Bank A/c 





' 



Sept. 

30 

To Transfer to 







/ 



Capital Acoounts: 










A 18,650 










B 11,190 










C 7,460 





1 

■ 






40,000 

1 

1 

1 



■ 

40,000 
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Profit and Lobs Accoant 



Individual Policies 

Instead of one joint life policy, separate policies may be taken out on the lives 
of various partners. The premium may be debited to the Drawing or Capital Account 
of the partner concerned. In such a case the policies will be the private properties of the 
partners, and should a partner die, his heirs will receive and keep the amount of 
the policy. The other partners will have no claim upon it. No entries are, therefore, 
required. But if the firm debits the premiums to the Profit and Loss Account, the policies 
will be the property of the firm. On the death of a parlirer, the firm will receive the amount 
of his policy. Further, on such an occasion the surrender value of the policies on the life 
of the surviving partners must also be taken into account. The amount actually received 
and the surrender value of the continuing policies will be transferred to the capital accounts 
of all the partners in the profit-sharing ratio. 

J{oU; If a firm has taken out a joint life policy but debits Profit and Loss Account with 
the premium (thus maintaining no Joint Life Policy Account in, the books), 
the surrehder value of the policy must be taken into account (by debiting Surrender 
Value of Policy A/c and crediting Revaluation Account) at the time of the ad¬ 
mission of a partner or of retirement of a partner. This also applies to individual 
policies where premiums are debited to the Profit and Loss Account. 

Deatls of a Partaer 

The problems arising on the death of a partner are similar to those arising on re¬ 
tirement. Aaets and liabilities have to be revalued and the profit or loss thus ascertained 
has to be transferred to the capital accounts of all the partners including the deceased 
partner. Goodwill is treated in the way already discussed in case of retiremcnt.Treatment 
of joint life policy or individual policies has been discussed above. The only additional 
point is that as death may occur at any time, the heirs of the deceased partner will also 
be entitled to the partner’s share of profits frm ihe beginning of thi jinamal yeon 
to the date of death. After ascertaining the amount due to the deceased partner, it should 
be credited to his Executor’s Accotmt. On payment, this account will be debited. 

The amount due to the decease partner carries interest at the mutually agreed 
upon rate. In the absence of agreement, the executors are entitled to receive, at their 
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Qlnstration 74 

M/s. A, B and C were partners sharing profits in the ratio of 5 ; 3 ; 2. On 1st July 
1963, their balance sheet was as follows: 


Balance Slieet 


” Liabilttm 

Rs. 

AtstU 

1 

Sundry Creditors 

11,000 

Stock 


Reaerve 

4,000 

Sundry Debtors 


Capitals: 


Furniture 


A 20,000 


Cash 

2,000 

B 15,000 


Premises 

25,000 

G 10,000 






60,000 


On 30th September, 1963, B dies. His heirs and A and G agreed that Goodwill 
was to be valued at Ra. 15,000 and Premises at Rs.20,000. B’s heirs were also entitled to 
profits upto 30th September, 1963 on the basis of profits of the previous year which were 
Rs.16,000. The firm also had a joint life policy for Rs.25,000, the premiums for which 
were debited to the Profit and Loss Account. 

Give journal entries to record matters of B*8 death. 


Solndoii 


Joamal 


Dr. 


Or. 


1963 

Sept. 

30 

Reserve Aecount 

To A's Capital A/c 

To B’s Capital A/c 

To G's Capital A/c 

Reserve transferred to 

Capital Aecounts of partners. 

Dr. 

4,000 

2,000 

1,200 

BOO 

»} 


Goodwill Account 

To A's Capital A/c 

To B's Capital A/c 

To C's Capital A/c 

Goodwill raised and credited 
to capital accoimts. 

Dr. 

15,000 

ooo 

ooo 



A’s Capital Account 

B's Capital Account 

C's Coital Account 

1 To Premises Account 

Reduction in value of Premises 
debited to partners’ capitals. 

Dr. 

Dr. 

Dr; 

2.500 

1.500 
1,000 

5,000 

, » 


Profit & Loss Suspense A/c 

To B's'Capital A/c 

B’s share of profit for 3 
months (on the basis of' 

Rs. 16,000 for whole year) 
credit^ to his capital. 

Dr. 

1,200 

1,200 





; '", ' 




' ■ -'i'A ' - V. ‘ * . . 
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Dr, C3r.' 


30 

Bank Account 

To Join.t Life Policy A/c 

Amount of policy leceived on 

B's death. 

Dr. 

25,000 

25,000 

» 

Joint Life Policy A/c 

To A's Capital A/c 

To B's Capital A/c 

To G's Capital A/c 

Profit on Joint life policy 
transferred to Capital A/cs. 

Dr. 

25,000 

12,500 

7,500 

5,000 


B's Capital Account 

To B's Executors' Account 

Amount due to B transferred to 
the credit of his Executors' A/c 

Dr. 

27,900 

27,900 


Exercise XV 

1. Define Partnership and describe its salient features. 

2. Discuss the important methods of calculating goodwill, giving suitable 
examples. 

3. On 1st January, 1965, A and B agree to run a business in partnership 

and to contribute Rs. 30,000 and Rs. 20,000 respectively. Because of the necessity 
of more funds, A brings another Rs. 10,000 as loan on 1st April, 1965, On Slst 
December, they find they have earned profits amounting to Rs. 11,850. State how 
these profits will be distributed. > 

(After allowing Rs. 450 as interest to A, the profits will be distributed equally.) 

4. A, B and C are carrying on business in partnership. It is agreed that A 
will get a commission of 2% on sales. B will get salary @ Rs. 300 per mensem at the 
end of the year, and C will be entitled to interest on Capital @ 8% per annum, 

C contributed Rs. 40,000. The sales for the year ending 31st December, 1965, 
amounted to Rs. 2,41,400 and the profits before charging interest, salary and 
commission came to Rs. 17,628, Distribute the profits. (Profit to each one, 
Rs. 2,000). 

5. X and Y are partners sharing profits and losses in the ratio of 3:2. They 
have agreed that 6% per annum interest will be allowed on their fixed capital of , 
Rs, 40,000 and Rs. 20,000 and interest on drawings will be charged at 8% per aimum. 
At the end of every quarter both partners withdraw Rs, 2,000 each for their private 
expenses. The profits for the year before allowing or charging interest comes to 
Rs. 13,120. 

Distribute the profits, 

{Ans; X’s share, Rs. 8,160; Y’s share, Rs. 4,960). 

6. On 31st December, 1964, the partnership business of P, Q,and R showed 
a profit of Rs. 9,000. The partnership deed provides that P, Q, and R will share 
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profits and. losses in the proportion of one-half, one-third and one-sixth respectively. 
In ignorance of this provision, the accountant passed the entry distributing the 
profite equally. You are required to find out the correct shares and pass the rectifying 
journal entry. 

7. C and D are equal partners. In the year 1964, they earn profits amounting 
toRs 8,800 which are distributed as agreed. But lalers on, they agree that G should 
be allowed a salary of Rs 2,400 for the extra work he has done during the year 
and D should get interest @ 8% per annum for the extra capital amounting to 
Rs 15,000 brought in by him six months before the year ended. 

Pass the entries necessary to give effect to these terms of the agreement. 

(Adjustment entry will be for Rs. 900) 


Final Accounts 

8. The following is the Trial Balance of Tanna and Manna as on 31st 
December, 1965. 


D€6it Balances 

Stock 11-1-1965) 

Rent 

Salaiies 

Purchases 

Furniture & Fixtures 

Goodwill 

Discount 

Interest 

Gash 

Debtors 

Bad Debts 


Rs. 

6,500 

1,200 

1,800 

62.400 

13.400 
5,000 

200 

30 

2,400 

11,000 

350 

'1,04,280 


Credit Balances ^ 

Creditors 

Sales 

Reserve foi Bad Debts 
Capitals; 

Tanna 

Manna ^ ^ ^ 

Current 

Tanna# 

Maiuut 


Rs. 

2,340 

72,530 

450 

15,000 

10,000 

2,120 

1,840 


1,04,280 


You are required to prepare Trading j/Kd Profit and Loss Account and 
Balance Sheet after making the following'adjustments: 

(a) Stock on 31st December, 1965,^'*Rs. 5,900. 

(b) Manna is to be allowed.a salat'V ® ^00 per mensem. 

(c) Interest on capital is to htv allowed on fixed balances @ 5% per 
annum. 

(d) Depreciate Furniture arvd Fixuues (5) 

(«) Maintain a reserve of 5% for ' 

(Alts: Gross profit, Rs. 9, 

9, Bud and Blossom 
3:2. They are also entitled 
capital. Interest is charged^ on drawing^ *’' lU | 
irrespective of the time making drawd"’* , i“ ' ° 

Rs. 1,200 per ann um/# Qn 31st Decs*''^' 
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given below; 


Capitals: 

Bud. 

Blossom 
Dm wines; 

Bud. 

Blossom 

Buildings.. 

Salary . 

Purchases & Sales .. 

Returns Inwards & Outwards 

Rent. 

Interest . 

Discount. 

Gt editors. 

Wages . 

Debtors . 

Stock (M-1964) .. 
Furniture & Fixtures 
Cash. 



ST 

Rf. 

20,000 

15,000 


55,930 

930 


250 

5,000 


97,110 


Preifire the Trading and Profit and Loss Account and Balance Sheet after 
taking intc-4 acconnt the fbllowing additional adjustments; 

(1) Wages outsi<anding, Rs. 360. 

(2) Depreciation Buildings @5% per annum and on Furniture and 
Fixtures @ 10%. 

(3) Closing Stock Rs, 8,960. 

(Ans: Gross Profit, Rs. 19,'?80, Net Profit, Rs, ll,120,BalanceSheet,Rs. 47,500). 

> 

Admission 

' >, * 

10. A and B are partners. CJlfi 1st April, 1965, they admit G as a partner on 
' the condition that he will bring Rs.lO'^^OOO as capital and will pay privately Rs.2,000 

each to A and B. C does so immediatd>\. 

Pass journal entries to record th^above mentioned transactions. 

11. On 1st July, 1965, P and Q,, Ohe two partners in a business, admit R as 
a new partner. The terms of the agreem^ are that R is to contribute Rs. 15,000 
as capital and he is to pay for 1 /3rd ,of-the''igQodwiU of the firm which is valued 
at Rs,30,000.. 

, Pass the necessary journal entries assuraSlig goodwill accotint is not 
, to be retained. . , 1 

^ . ‘ 12. -X ^d Y are c'arri^ng on business Jin^^tftnership as equal partners. 

On 1st January, 1965, they admit Z giving hiiWj in future profits. Z brings 

Rs. 12,000 by way of capital but express eai ti^^^^^^^bring in anything byway 
of goodwill. However,, he agrees account. The, total 
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goodwill of the firm is valued at Rs. I 61 OOO. What entries will you pass in each of the 
following cases. 

(a) Goodwill account is raised with full value of goodwill and then written 
off. 

(b) Goodwill account is raised and retained in books. 

13. 0 and D were carrying on business in partnership sharing profits and 
losses in the ratio of 3:2. On 1st January, 1965, tliey admitted E as a new partner. 
The new profit sharing ratio between G, D and E was agreed to be 3:1:1. E brought 
in Rs.25,000 as capital. The goodwill of the firm was agreed to be Rs.40,000. Goodwill 
Account in the books stood at Ej.30,000, E did not bring in any money by way of 
goodwill but agreed to the appreciation in goodwill Account. After appreciation, 
the Goodwill Account was written off. 


Pass the necessary journal entries to record the above transactions. 

14.* The following was the Balance Sheet of A and B who were sharing 
profits in proportion of 2/3 and 1/3 on 31st March, 1964. 



Rs. 


- JT 

Capital Accounts 


Buildings 

25,000 

A 

15.000 

Plant & Machinery 

17,500 

B 

10,000 

Stock 

10,000 

' Sundry Creditors 

32,950 

Sundry Debtors 

<850 



Gosh in hand 

600 


57,950 


57,950 


They agree to admit Q into partnership on the following terms: 

(a) G was to bring Es,7,500 as his capital and Rs.3,000 as goodwill for one- 
fourth share in the firm. 

(b) The values of the Stock and Plant and Machinery were to be reduced by 
5%. 

(c) A reserve was to be created in respect of Sundry Debtors. Rs.375. 

(d) The Building Account was to be appredated by 10%. 

(e) The Goodwill money was to be retained in the business, 

Pass the necessary journal entries to give effect to the above arrangements, 
and prepare Profit and Loss Adjustment Accoimt, the Gapital Accounts and the new 
Balance Sheet. 

{Ans: Profit on revaluation, Rs.750j Balance Sheet, Rs.69,200), 

15. Ajai and Vijai are in partnorship, sharing profits in proportion of 3/5, 
and 2/5 respectively. Their Balance Sheet is as follows: 


Capital 

Ajai 

Vliai 

Uabilxits 

2,000 

Rs. 

Asstts 

Debtors ^ 1,000 

-'SIT-' 

650 

1,000 

8,000 

, I.CSS Reserve , ’ 400, ■ ., 

60Q 

Creditors 


400 

Stock 

Plant 

1,500 
. 650 ' 



3,400 

\ V V ' ’, ’ “ ' ' 

1 ' , 'J ' ,, ' ^ 
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They decide to admit Pradeep to l/3rd share upon terms that he is to pay 
into the business Rs. 1,000 as goodwill and sufficient capital to give fii'm l/3rd share 
of the total capital of the nevJrflfm. It is agreed that the Reserve for Bad Debts be 
reduced to Rs.lOO; that the Stock be revalued at R3.2,000 and that the Plant be 
reduced to Rs.500. 

Prepare the necessary ledger accounts and show the Balance Sheet of the 
new partnership. 

(yl«j; Profit on revaluation, Rs.650; Balance Sheet, Rs.7,375). 

16. A and B are equal partners in a business. On 30th June, 1960, their 
Balance Sheet stood as follows: 


lAabUUUs 

Rs. 

Assets 

Rs. ' 

Creditors 

3,560 

Gash in hand 

150 

Bank Overdrall 

4,840 

Investments 

3,000 

Capitals: 


Debtors 

5,700 

A 

3,000 

Stock 

4,150 

B 

2,000 

Fixtures 

400 


13,400 


13,400 


It is arranged to admit G into partnership and as a result of negotiations, 
it is agreed to make the following adjustments: 

(a) To create a Goodwill of Rs.2,000. 

(b) To create a Reserve of 10% qn Debtors for doubtful debts. 

(c) To write down Fixtures by 25%. 

(d) To increase the value of Investments by Rs.SOO. 

0 then introduces Rs,2,500 as his third share of capital to which amount 
it has been agreed that the capitals of the other partners are to be adjusted. 

Draw up the Profit and Loss Adjustment Account, Partners’ Capital Account, 
Cash Account and the new Balance Sheet after G has become a partner. 

{Ans: Loss on revaluation, Rs. 170; Balance Sheet, Rs. 15,900). 

17. The following was the Balance Sheet of A, B and C sharing profits 
and losses in the proportion of 6/14, 5/14 and 3/14 respectively: 


Liabilities 


Rs. 

Assets 

Rs. 

Creditors 


18,900 

Land & Buildings 

50,400 

Bills Payable 


6,300 

Furniture 

7,350 

Capital Account 



Debtors 

2^60 

A 

39,900 


Cash 

1,890 

B 

33,600 


Stock 

30,000 

C 

16,800 

90,300 





1,15,500 


1,15,500 


They agreed to take D into partnership and give him one-eighth share on the 
following terms: 

(a) That D should bring in Rs. 14,700 as his capital. 
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[b) That furniture be depreciated by Rs. 1,000. 

\e) That stock be depreciated by 10 per cent. 

(d) That a reserve of Rs. 1,320 be made for outstanding repair bills. 

(e) That the value of Land and Buildings having appreciated be brought 
upto Rs. 65,100. 

' (f) That a Goodwill Account be raised at Rs. 8,820 and be adjusted in 

old partners’ capital accounts. 

{g) That after the above adjustments the capital accounts of the old parties 
(who continue to share in the same proportions as above) be adjusted 
on the basis of the share in the business. 

Pass the journal entries to give effect to the above arrangements and prepare 
the opening Balance Sheet of the firm as newly constituted. 

j {Ans: Profit on revaluation, Rs. 9,380; Balance Sheet, Rs. 1,44,120). 

18. The Balance Sheet of Ram and Sham who share profits in proportion 
to capital, as at 31st March, 1952, is as follows: 


Liabilitiis 

Rs, 

Assits 

Rr. 

Creditors 

Bills Payable 

Capitals 

Ram 

Sham 

30,000 

25,000 

19,000 

16,000 

55,000 

Freehold Premises 

Plant & Machinery 

Fixtures & Fittings 

Motor Lorries 

Stock 

20,000 

13,500 

1.750 

1,350 

14,100 

Current Account 
Ram 

Sham 

2,000 

1,800 

3,800 

Bills Receivable 

Debtors 

Bank , 

Cash 

13,060 

27,500 

1,590 

950 



93,800 


93,800 


On 1st April, 1962, they admitted Aijun into partnership on the following 

terms 


(a) Arjun to bring in Rs. 20,000 as capital and Rs. 6,600 for goodwill which 
amount (Rs. 6,600) is to' be left in the business, and he, is to receive 
one-fourth share of the profits. 

(4) Reserve to be raised equal to 2 per cent on Debtbra as provision for 
probable bad debts. 

(c) Value of stock to be written down by 5 per cent. ' ', 

\d) Freehold Premises are to be taken over at a valuation of Rs, 22,400; 
Plant and Machinery, Rs. 11,800; Fixtures and Fittings, Rs. l',540; 
and Motor Lorries, Rs. 800, 

You are required to make the necessary adjusting .entries in the Firm. Also 
give.the Balance Sheet of the new Firm as at Ist Ajiril, 1952, andgive the proportions' 
in which the partners will share pfofits, the proportions of Ram and Sh^ beiii^ 
as formerly. 

[Ans: Loss on revaluation, Rs. 1^315, Balance Sheet, Rs. 1,19,085. |^^/Pi:bi)p:^on ^ ■ 


9/22, 15/44, 1/4). 
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19. The following is the Balance Sheet of Kuber and Sumer who share 
profits and losses 3/5 and 2/5 respectively. 




- 



— !5r 

Sundry Creditors 

General Reserve ,, 

Capital Account; 

Ruber .. 

Sumer 

7,000 

4,S00 

2,500 

2,000 

Furniture fit Fixtures 
Plant 

Slock 

Book Debts 

Less Prov. 

‘2,500” ' 
500 

3.500 

6.500 

3.500 


. ii.auu 

Gasb 

- 2,000 

500 

16,000 

16,000 


They agreed to admit Dhanesh into partnerhip giving him one-fifth share 
on the following terms; 


(«) 

(b) 


(*) 




a 


The value of Furniture and Fixtures to be increased by Rs. 500. 
Goodwill of the firm to be valued at two years’ purchase of profits 
of the last three years which were Rs. 5,500 Rs. 5,000 and Rs. 6,000. 
Goodwill Account is not to be written off. 

Dhanesh is to bring in capital to the extent of l/5th of the total capital 
of the new firm after adjustments. 

The capitals of Kuber and Sumer are also adjusted to bring them in 
line with tlieir respective shares in the profits, the necessary amounts, 
being brought into or paid out in cash. 


Show the necessary ledger accounts recording the above transactions and pre¬ 
pare initial Balance Sheet of the New Firm after all the adjustments had been made. 
Show how you will calculate goodwill and the respective shares in the capital of 
different partners. 

{Ans; Balance Sheet, Rs 33,750; New Profit sharing ratio 12:8:5) 


Retirement 

20. Apple and Orange are partners in a business sharing profits and losses 
in the ratio 3:1 Their Balance Sheet as on 1st April, 1965, is given below: 


Liabililus 


Rs. 

Asats 

Rs. 

Sundry Creditors .. 

General Reserve 

Qapital Accounts 

Apple 

Orange 

30,000 

15,000 

7,000 

10,000 

45,000 

Furniture fit Fixtures 

Sundry Debtors .. 

Stock in Trade 

Cosh at Bank 

Gash in Hand 

.^ 10,000 

15,000 
32.000 
4.500 
.. 500 



62,000 


62,000 


■ Orange retires from the business on this date owing to illness and Apple 
takes it over. The goodwill of the firm was valued at Rs 20,000 and a provision wa^ 
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made against bad debts @ 5% on, Sundry Debtors. It is agreed that the amount 
due to Orange be allowed to remain in the business by way of a loan bear ing 6% 
per annum interest. Goodwill i.s not written off. 

Journalize the above transaction and prepare the opening Balance Sheet 
of Apple. 

{Ans: Balance Sheet, Rs. 81,250). 

21. Mahesh, Ramesh and Dinesh were partners in a business sharing profits 
and losses in the ratio of 3:2:2. Their Balance Sheet as on 31st December, 1965, 
was as follows: 


LiabilHiis Rs. Assets Rs. 

Sundry Creditors . 20,000 Plant & Machinery .. .. 50,000 

General Reserve .. .. 7,000 Furniture & Fixtures .. .. 11,000 

Capital Accounts: Sundry Debtors. 18,000 

Mahesh .. .. 30,000 Stock .. .. .. ,. 12,000 

Rame^ .. .. 20,000 Cash at Bank . 5,000 

Dinesh .. .. 20,000 Patents ., ,. .. .. 2,000 

- 70,000 


97,000 97,000 


On this date, Mahesh retires from business. Mahesh’s share of goodwill 
was agreed to be Rs.9,000. Paten^ were considered to be worthless. A provision 
of Rs. 1,500 was made in respect of doubtful debts. It was also agreed that Ramesh 
and Dinesh would share profits in the ratio of 5:2 subsequent to the retirement of 
Mahesh and the amount due to Mahesh would be paid in cash forthwith, the amount 
being brought in by Ramesh. Goodwill account was to be written off. 

Draw up the necessary ledger accoimts and prepare the initial Balance Sheet 
of the New Firm. 

(dar: Loss on revaluation, Rs.3,500, Balance Sheet, Rs.93,500). 

22. The Balance Sheet of X, Y and Z who were sharing profits in proportion 
to their capitals, stood as follows on 31st December, 1962. 


lAabilitUs 


Sun^ Creditors 
Ga^tal Accounts: 

Y 

Z 


20,000 

15,000 

10,000 


Rs. 

Assets 

Rs. 

6,900 

Cash at Bank . 

Sundry Dehtprs 5,000 

Less Reserve .. 100 

5,500 

, 4,900 


Stock • • • • 

8,000 

8,500 

45,000 

Plant & Machinery 

Factory Land & Building 

25,000 


51,900 


51,900 


Y retires and the following readjustments of the assets and liabilities have 
been agreed upon before the, ascertainment of the amount payable by the firm to Y. 

(a) That the Stock be depreciated by 6 per cent. 

(b) That the Reserve for Doubtful Debts be brought up to 5 per cent on 

Debtors. , , i 

/ ^ ' ' 
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(c) That the* Factory Land and Building be appreciated by 20 per cent. 

(d) That a provision of Rs.770 be made in respect of outstanding legal 
charges. 

(e) That the Goodwill of the entire firm be fixed at Rs. 10,800 and Y’s 

share of the same be adjusted into the accounts of X and Z who are going 
to share in future in the proportion of 5/8 and 3/8 respectively (no 
Goodwill Account is to be raised). ' 

(f) That the entire capital of the firm, as newly constituted, be fixed at 
Rs.28,000 between X and Z in the proportion of 5/8 and 3/8 after passing 
entries in their accounts for goodwill (i.e., actual cash to be paid off 
to or to be brought in by the continuing partners as the case may be). 

Pass the necessary journal entries to give effect to the above arrangements 
and prepare the Balance Sheet of X and Z transferring Y’s share of capital and good¬ 
will to a separate Loan Account in his name. 

(A«s; Y’s Loan Account, Rs. 19,800, Balance Sheet, Rs.55,470). 


Death 

23. P, Q.and R were partners sharing profits and losses in the ratio of 2:1:1. 
On 1st January, 1962, they took a joint life policy of Rs. 50,000 paying Rs. 2,500 
as annual premium. The surrender value of the policy was: 

1962, Rs. nil; 1963, Rs. 1,000; 1964, Rs. 2,500, 1965, Rs. 4,200 

On 20th December, 1965, Q, died. Prepare accounts to show effect of the 
above when: 

(i) Premiums are treated as an expense, and (u) Joint Life Policy Account is 
maintained at its surrender value. 

24. The following is the Balance Sheet of Black, Brown and White as at 

31st December, 1951: _, 


LiaUltiits 

Rs. 

Capital Accounts: 

Black .. .. 

Brown 

'White ,. 

Sundry Creditors 

Reserve Fund ,, 

10,000 

5,000 

5,000 

2.000 

3,200 

, 

25,200 


Assttt 

Rs. . 

Plant & Machinery ». 

Stock .. .. •T 

Sundry Debtors .. 

Cash, at Bank 

Cash in Hand 

10,000 

4,000 

,.. 6,000 
5,000 
200 


2,5,200 



,White died on 3Ist March, 1952. Under the terms of the Partnership Deed, \ 
theexccuftors of a deceased partner were midtled to-^ 

,(a) the ainpunt standing to the credit of the. partner’s' capital account, 

,' (b)i a share of goodwill on the basis of twice the average of the past thrfeCi 
years? profits, and , ’ 

, (c) a share of the profit fi:om the closing of the last financial year to the 
of death on the basis of the iMt years’profits , ^ : 
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Profits for 1949, 1950 and 1951 were respectively Rs. 6,000, Rs. 8,000 and 
Rs. 7,000. 

Profits were shared in the ratio of capitals. 

Pass the necessary journal entries. 

25. A, B and C are equal partners of a trading firm. The capital of the firm 
jj Rs. 30,000 held equally by the partners. 

The firm has taken out a policy of Life Assurance forRs. 9,000 on the joint 
lives of the partners, payable on the first death. 

Under the Partnership Deed— 

(a) A and B were entitled to be credited at the close of each year with 
partnership salaries of Rs 900 and Rs. 800 respectively. 

(b) In the event of the death of a partner, Groodwill was to be valued at 
one year’s purchase of the average profits of the three years preceding 
the death. 

(c) Partners were to be charged 5% interest in their drawings and were 
to be allowed 5% interest on their capitals, 

B died on 1st January, 1961. His. drawings during 1960 amounted to Rs. 1,000 
and interest thereon, Rs. 30. 

The profits of the three years preceding the death were: 

1958 Profit, Rs. 10,600j 1959 Loss, Rs. 1,600 and 1960 Profit, Rs. 4,500 

Prepare B’s Current and Capital Accounts as they would appear in the books 
of the firm after receipt of the assurance policy money 



CHAPTER XVI 


Partnership Accounts—ll 


Amalgamation of Firms 

Two firms carrying on similar business may join together to avoid competition 
between themselves and to reap the economies of large scale operations. It may also be 
that a firm carrying on manufacturing may join hands with another whose speciality 
has been marketing. When firms join hands in this manner andset up a new firms altogether, 
losing their previous identity in the identity of the new firm, it is called an amalgamation 
of firms, From the accounts point of view it should be noted that the old firms go out of 
existence and a new firm comes into existence. It is therefore necessary to close the boob 
of the old firm and to open the books of the new firm, For the purpose of closing boob, 
the following steps are necessary; 

1. The assets and liabilities of the outgoing firms should be revalued and the resulting 
profits or losses should be transferred to the Capital Accounts of partners in their 
profit'sharing ratio. The method of recording changes in the values of assets and 
liabilities has already been explained. 

2. The goodwill of each firm should be valued and in the books of each firm goodwill 
should be raised up to its proper figure crediting the Capital Accounts of the 
partners in their profit-sharing ratio. 

3. The firm should realize in cash those assets which the new firm will not take over. 
If there is any profit or loss on such sale of assets, it should, naturally, be trans¬ 
ferred to the Capital Accounts of partners in their profit-sharing ratio. But some¬ 
times the parmers divide the assets amongst tltcmselves. The entry then is to debit 
the Partners’ Capital Accounts and credit the asset concerned in the ratio of Mr 
capitals. If the new firm is not taking over any liability, it will have to be paid off. 
The entry is; 

Liability Aecomt Dr. 

To Cash Account 

Sometimes a partner agrees to take over a liability, In that case his Capital Account 
should be credited and the liability account debited. 

4. The new firm should be debited with the assets transferred to the new firm at the, 
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chafaged figures and similarly the liabilities which the new firm agrees to take 
over should be transferred to that firm. The two entries arc: 

(i) New Firm Dr. 

To Various Asset Accounts 

This entry will close the accounts of the assets. 

(ii) Liabilities Account Dr. 

To New Firm. 

. This entry will close the accounls of the liabilities. 

5. The Capital Accounts of the partners should be closed by transfer to the New Firip’s 
Account. The entry is: 

New Firm Dr. 

To capital Ajes of Partners 

The new firm will record the acquisition of assets and liabilities and the capital 
of partners in the old firms as at the date of amalgamation. The entry is: 

Various Assets Dr. 

To Various Liabilities taken over 
To capital Accounts of Partners. 

Preferably this entry should be passed separately for each firm taken over. 
Sometimes, after amalgamation, the Goodwill Account is written off. For that 
the entry is: 

Capital Accounts qf all Partners Dr. 

To Goodwill Account in the New Profit Sharing Ratio. 


niastration 75 

The Balsutce Sheet of two firms, M/a Orange and Apple and M/s Mango and Banana, on 
1st January 1963 were as under.. 


Liabilities 

Orange 

and 

Apple 

Rs. 

Mango 

and 

Banana 

Rs. 

Assets 

Orange 

and 

Mange 

and 

Banana 

Rs. 

Creditors .. 

10,000 

8,000 

Building 

15,000 

^■1 

Reserve 

Capitals: 

6,000 

— 

Plant 

Stock 

20,000 

.. .. 10,000 

. 26,000 

Orange 

20,000 


Debtors 

5,000 

15,000 

7,000 

Apple 

mngo 

Banana 

15,000 

30,000 

10,000 

Gash 

1,000 


51,000 

48,000 


51,000 

48,000 


Mango and Banana shared a profits in the ratio of 5:3 and Orange and Apple’s 
profit sharing ratio was 3:2, The two firms decided to amalgamate. The profit sharing 
ratio was to be; Orange 3/10, Apple 2/10. Mang o 3/10 and Banana 2/10, The other 
terms were: 

(a) Goodwill of Orange and Apple was valued at Rs 20,000 and that of Mango 
and Banana at Rs* 15,000. The new firm was not to retain goodwill in the books. 
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(6) Stock of Mango and Banana was valued at Rs. 25,300 and a provision of 
6% was required against their debtors. 

(c) In case of Orange and Apple, Rs. 600 of the debtors were to be written off- 

Buildings were valued at 20,000 and Plant at Rs, 18,000. ’ 

(d) The total capital of the firm was fixed at Rs. 80,000 to be contributed by the 
partners in the profit sharing ratioj adjustments to be made in cash. 

Close the books of the two firms and open the books of the new firm styled as All 

Fruits, 

Solution 


Books of Orange and Apple 


Journal 


TSSS 

Jan. 1 

Goodwill Account .. .. . 

To Orange's Qanital A/c. 

To Apple's Capital A/c. .. . 

Goodwill Account raised foi die purpose of amalga¬ 
mation with Mango and Banana. 

Dr. 

1 

Rs. 

20,000 

Rs. ■ 

12,000 

8,000 

II 

Reserve Accoimt . 

To Orange's Capital A/c. . 

To Apple's Capital A/c. .. 

Reserve Account transferred to Capital Accounts 
before Amalgamation. 

Dr. 

6,000 

3,600 

2,400 

II II 

Revaluation Account.. 

To Sundry Debtors. 

To Plant & Machinery A/c.. 

Rs. GQO Written oif as bad debts and Rs. 2,000 written 
off for plant 

Dr. 

2,600 

600 

2,000 

*i II 

Building Account.. . 

To Revaluation A/c. 

Appreciation in the Value of Buildings. 

Dr. 

5,000 

5,000 

II II f 

Revaluation Account ,. .. .. 

To Orange’s Capital A/c. 

To Apple's Capital A/c. . 

Transfer of profit on revaluation to the Capital 
Accounts of partners. 

Dr. 

2,400 

1,440 

960 

11 M 

All Fruits _ .. .. . .. 

To Building Account. 

To Plant Account .. 

To Stock Account . 

To Sundry Debtors. 

To Gash Account 

To Goodwill. ,, ,. 

Transfer of various assets to the new Brm at their 
new figures. 

9r. 

73,400 

20,000 

18,000 

10,000 

4,400 

1,000 

20,000 

' II 19 

Sundry Creditors ... 

Orange’s Capital A/c. ... 

. Apple's Capital A/c. . 

To All Fruits. 

Transfer of creditors and Capital Accounts of partners 
to the accounts of the new firm. 

Dr, 

Dr. 

Dr. 

10,000. 

37,040 

26,360 

78,400 
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Jan. 1 

Books of Mango and Banana 

Journal 

Goodwill Account .. .. .. ,. ,, Dr. 

To Mango’s Capital A/e.. 

To Banana's Capital A/c. .. . 

Goodwill Account raised at Rs, 15,000 for the purpose 
of amalgamation. 

Rs. . 
15,000 

Rs. 

9,375 

5,625 

9t 99 

RcvaluationAccotmt .. .. .. ., .. Dr. 

To Stock Account . 

To Provision for Doubtful Debts . 

Amount written olF stock and the creation of provision 
against doubtful debts at 6%. 

1,600 

700 

900 

99 91 

Mango's Capital A/c.Dr.. 

Banana's Capital A/c.'.Dr. 

To Revaluation A/c. 

Transfer of loss on revaluation to the Capital Accounts 
of partners. 

1,000 

600 

1,600 

II 0 

All Fruits .. .Dr. 

To Stock Account . 

To Sundry Debtors .. .. .. ., 

To Cash Account ,. .. .. .. ,. 

To Goodwill Account.. 

Transfer of assets to the new firm at the changed figures. 

62,300 

25,300 

15,000 

7,000 

15,000 

II 

Sundry Creditors .. ,. .. ., .. ,. Dr, 

Provision for Doubtful Debts.Dr. 

Mango's Capital Account Dr. 

Banana's Capital Account Dr. 

To All Fruits. 

Transfer of sundry creditors, provision for doubtful 
debts and capitals to the new firm. 

8,000 

900 

38,375 

15,025 

62,300 


Books of All Fruits 


Journal 


”1353- 


—15!— 

— 

Jan. 1 

Building Account .. .. .Ct. 

Plant Account .. .. .. .. .. .. Dr. 

Stodi Account .. .. .. ., .. • ■ Dr. 

20,000 

18,000 

10,000 


' 

Sundry Debtors .. .Dt* 

Gash ,. .. .. .. . f . ■ Dr. 

Goodwill Account .., • • Dr> 

To Sundry Creditors ,. . 

To Orange's Capital A/c., 

To Apple's Capital A/c. .. 

Assets and liabilities taken over'from M/s. Orange & 

Apple and die Capital Accounts of the two partners ' 
as per their previous books. 

4,400 . 
1,000 
20,000 

10,000 

37.040 

26,360 

' 

Stock Account .. ,. '.. ., ' • ^ • • 7^- 

Sundry Debtors.' • • .. ^ . Dr. 

Cash Account . - .. '.. .» *. " .. Dr, 

25,300 

15,000 

7,000 


' 

Goodwill Account ^., -« - - 

ITo Sundry Creditors .. ., ,. -. 

To Provision for T5oubtful Debts Aecohht >. .. 

To Mango's Capital A/ti. .. .. • • ' • ■ 

To Banamt's Capital A/c. .. .. •,> 

Assets and liabilities taken over firom the firm pf' 

15,000 

. ,e,obo 

n90Q 

38,375 

15,025 

; . 


M/s. Mango Banana. 

1 

'V i/ 
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Orange's Capital A/c. 

Apple's Capital A/c. 

Mimgo's Capital A/c. 

Banana's Capital A/c. 

To Goodwill Account .. .. 

Goodwll written off to all partners in tlteii now profit 
sharing latio. 

Dr. 

Dr. 

Dr. 

Dr. 

10,500 

7,000 

10,500 

7,000 

35,000 


Cash Account . 

To Banana's Capital A/c. .. . .^ .. .. 

Amount brought in by him to make up his capital 

Rs. 16,000 le.. 2/10 of Rs. 00,000. 

Dr. 

7,975 

7,975 


Orange's Capital Account . 

Apple's Capital A/c. 

Mango's Capital A/c.. 

To Cash Account .. . 

Amount paid out to the partners in excess of their 
required capital. 

Dr. 

Dr. 

Dr. 

2,540 

3,360 

3.875 

9,775 


Balance Skeet at the New Fij:m as on Ist Januaryt 1B63> 


lAahilitUs 

Rs. 

Assets 

Rs. 

Sundry Creditors. 

Capital Accounts; 

Orange. 

Apple. 

Mango.. 

Banana . 

18,000 

24,000 

16,000 

24,000 

16,000 

Buildings. 

Plant . 

Stock . 

Sundry Debtors .. l9,400 

Less Provision for 

Doubtful Debts 900 

Cash .. . 

20,000 

18,000 

35.300 

18,500 

6,200 

98,000 

98,000 




Sometimes, the books of account of one of tlie firms are continued. In that case: 

(1) the books of account of the other firm will be closed as explained abovej 

(2) the firm whose books are being continued will pass entries for revaluation of assets 
and liabilities and for goodwill etc., but will not pass any entry for transfer of assets 
and liabilities to the new firm; and 

(3) this firm will pass entries for acquisition of assets and liabilities from the firm whose 
books are being closed. 

Dissolution of Firms 

The following events lesid to the dissolution of a partnership: 

(a) Expiry of the term for which it was formed. 

{b) Completion of the venture for which the partnership was established. 

(e) Death of a partner. 
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(d) Insolvency of a partner, and 

(e) Retirement of a partner. 

However, in the first tv?o cases the partners may continue to carry on business. 

In case of death, insolvency or retirement, the remaining partners may continue to do the 
business. This will mean that the old firm will continue; the old partnerhsip will be 
replaced by a new one. A firm is said to be dissolved only when tire business also comes 
to an end. 

A firm is dissolved when: 

(i) the partners agree that the firm should be dissolved; 

(ii) all partners except one become insolvent; 

(iii) the business becomes illegal; 

(iv) in the case of partnership at will, a partner gives a notice of dissolution, and 

(v) the court orders dissolution. 

The court may order dissolution of a firm in the following circumstances: 

(a) Where a partner has become of unsound mind. 

(i) Where a partner suffers from permanent incapacity. 

(e) Where a partner is guilty of misconduct affecting the business, 

(d) Where a partner persistently disregards the partnership agreement. 

(s) Where a partner transfers his interest or share to a third party, 

(/) Where the business cannot be carried on except at a loss, and 
(g) Where it appears to be just and equitable. 

It should be noted that the court has the discretion; it may or may not order 
dissolution in the above-menf’oned circumstances, 

Sehlement of Accounts ' 

The assets of the fi.rm have to be applied in the following order: 

(1) In paying debts due to third parties. 

(2) In paying ratably advances or loans made by partners (over and above the 
capitals contributed by them) to the firm, and 

(3) In paying the partners sums due to them on account of capital. 

The surplus, if any, has to be distributed among the partners in the profit sharing 
ratio. In other words, the amount realized by sale of the firm’s assets should be used 
first to pay outsid/ers, then to repay loans taken from partners, and then only to repay 
capitals of the rpartners. 

If the fir^rn suffers a loss on dissolution it has to be made up in the following order: 
(fl) First, o’dt of past accumulated profits; 

(i) Then, c^Wt of capitals of the partners, and 

(e) Lastly, ,'if need arises, out of contributions from the private estates of the partners 
in the, profit sharing ratio. 

It shoLfld also be remembered that the private property of a partner is to be used 
first to pay h is private debts and only the surplus, if any, can be used to pay firm’s 
liabilities. Sinbilarly, firm’s assets arc first used to pay firm’s liabilities. A partner can 
use only his shiWro of the surplus to pay his private liabilities. 



366 


KLEMENIS 01- BOOK-KELPmO AND ACCOUNTANCY 


A«cotititing Entries 

DissoIuUotv of a firm will necessitate closinf; of its books of account. For this purpose 
the following steps arc necessary; 

1. Open a Realization Account and transfer all the assets except cash at book figures 
to this account. The entry is: 

Jiealixatiott Aeeounl Dr. 

To Vmous Assets 

This entry will dose the accounts of the assets. 

J^otet Often there is a provision against doubtful debts. We should remember 
to transfer the gross amount of debtors to the debit side of the Realisation 
Account. The Provision for Doubtful Debts is a separate credit balance 
and should be transferred to the credit side of Realisation Account. 

2. Transfer the liabilities to outsiders to the Realization Account. The entry is; 

Liabilitits Account ^ Dr. 

To Realization Account 

By this entry the accounts of liabilities will be dosed. One should note, that it 
is not proper to transfer the Partners* Loan Accounts to Realization Account. 

3. If there is any provision created against any asset, it should also be transferred to the 
Realization Account, We liave already noted the treatment of provision for doubtful 
debts. This does not apply to reserves or accumulated profits which should be 
transferred directly to the Capital Account of partners in their profit-sharing ratio, 

i. (i) On realization of assets the receipts will be debited to Cash Account and credted 
to the Realization Account. The work of realization is slow and gradual and 
therefore, as and when cash is received this entry will be passed. In examination 
problems, however, one is permitted to total up the proceeds from all assets and 
pass only one entry. 

(ii) Sometimes an asset is taken over by a partner. In that case that partner’s 
Capital Account should be debited and the Realization Account credited at the 
agreed value of the asset. 

5. On payment of expenses of realization, Realization Account should he debited 
and Gash Account credited. 

6. (i) On payment of liabilities, the actual amount paid should be debited to Realization 

Account and credited to the Gash Account. \ 

(ii) If any partner agrees to discharge any liability, his Capital \Account should 
be credited and the Realization Account debited with the amount agreed upon 
between him and the rest of the partners. , | 

7. The Realization Account will now show profit or loss. It will tie traiuferrecj to the 

Capital Accounts of all the partners in their profit sharing ratio. The entry,- 
for loss is; > ,, y. , Al'’, 

Partners’Capital Accounts ' TDvi. , ; -ii-:; 

To Realization Account ' j-' . ’ . 

Reverse entry is passed for profit. 'r ..s','/ ’'y-'.’ 
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g. Partners’ loans should now be paid off. 

The entry is: 

Partners’ Loan Accotmt{s) Dr. 

To Cask Account 

9. Now the amount due to partners on account of their capital as adjusted for reserves 
or profit or loss of realization, should be paid. The entry is: 

Partners’ Capital Accounts Dr. 

To Cash Account 

It is possible that after adjustments mentioned above, the Capital Account of a 
' partner shows a debit balance indicating that he owes money to the fiinn. He will pay and 
the entry will be: 

Cash Account Dr. 

To Partner’s Capital Account 

This entry should be passed before passing the entry for paying off the,amounts 
due to other partners. 

With the steps given above the books of account of the partnership should stand 
closed. In fact, in examination problems the student should note that if any account 
remains open or still shows a balance the working is wrong. 

JVote; In the case of dissolution of a firm there is no special treatment for goodwill, If the 
Goodwill Account stands in the books it will be transferred to the Realization 
Account like any other asset. If any amount is realized for goodwill, it will be 
debited to the Cash Account and credited to Realization Account just as in the 
case of any other asset. How much amount will be received on account of goodwill 
naturally depends upon the bargaining between the buyer and the firm. 


niu8trad.au 76 

The balance sheet of A, B and G sharing profits and losses in the ratio of 3 ;2; I 
was as follows on 1st January, 1962: 

Buluace Sheet 



On the same date the firm was dissolved. The various tangible assets realized 
:.000 and Its. 5.000 -vi/pri* r-pnllwH for. oondwhl. The creditors were uaid Rs. 11,500 
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Give journal entries and ledger accounts to close the books of the 

firm. 

Soludou 


Jaunud 


1962 

Jan. 1 

Rralization Aceoimi. 

7'o Machinery Account .. .. ,, ,, 

To Stock Account. 

To Sundiy Delnon . .. 

To Patents Account. 

I’d Goodwill Account . 

Transfer of various a%cis at Iwok figurcK to the. 
Realization Account. 

Dr. 

Rs. 

59,000 

Rs. 

25,000 

11,000 

10,000 

5,000 

6,000 


Sundry Gredilois .. .. .. ., 

Provision for Doubtful Debts A/c. 

To Realization Account ,. . 

Transfer of die Itabilily to Sundry Creditors, and 
of the provision for doubtful debts to the 

Realization Account. 

Dr. 

Dr. 

12,000 

500 

12,500 

Jan. 1 

Cash Account ... 

To Realization Account. 

Amount realized by sale of ungiblo assets and 
goodwill. 

Dr. 

50,000 

50,000 


Realization Account .. . 

To Cash Account .. 

Expenses paid. 

Dr. 

1,000 

1,000 

1 


Realization Accoimt .. .. . 

To Sundry Creditors .. .. 

Amount paid to sundry creditors in full settlement. 

Dr. 

11,500 

111,500 
( 


A's Capital A/c. . 

To Cash Account. 

Amount paid to A on account of Ins loan. 

Dr. 

5,000 

5,000 


Contingency Reserve A/c. 

To A’s Capital A/c.. 

To B's Capital A/c. .. .. 

To C's Capita] A/c.. 

Contingency reserve transferred to Capital Accounts 
in the proht sharing ratio. 

Dr. 

3,000 

1'500 

1.000 

500 


A's Capital A/c. . 

B's Capital A/c. 

C's Capital A/c. ., .. .. ' .. ,. 

To Realization Account ,. 

Loss toansferred to Capital Accounts to portnars in 
their x»coiit sharing ratio. 

Dr. 

Dr. 

Dr. 

4.500 
3,000 

1.500 

1 

9,00\ 


A’s Capital Account. .'. 

B's Capital A/c, 

Q’s Cwital A/c. . 

To Cadi Account. 

Amoimts paid to partners on account of their 
capitals. 

Dr. 

Dr. 

Dr. 

12,000 

13,000 

9,000 

34,00( 
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Dr. 

l9^ 

Jan. 


LEDGER 

Machinery Account 


Cr. 




1 

Rs. 

1962 




TuT 

1 

To Bal.mcc b/d. 

1 

25,000 

Jan. 

1 

By Realization A/c. 





1 




Transfer .. .. 


25,000 


Stock Account 


i5sr 

Jan. 



j 


1962 





1 

To Balance b/d. ..( 

1 


Jan 

1 

By Realization A/c. . 


11,000 


Sundry Debtors 


issr 

Jan. 




1 


1962 




1 

To Balance b/cl. 

1 

« 

B 

Jan. 

1 

By Realization A/c. 



Patents Accounts 


10,000 


I5k 


! 


■ 1962 





Jan. 

1 

To Balance b/d. ,. 


5,000 

Jan. 

1 

By Realization A/c, 


5,000 


Goodwill Account 


TSET 

Jan. 






1962 




1 

To Balance b/d. 



Jan. 

1 

By Realization A/c. .. 



Provision lor Doubtful Debts Account 


8,000 


W 

Jan. 






■miai 


1 

To Realization A/c. 



Jan. 

1 


Transfer ., .. 


500 



By Balance b/d. 


Sundry Creditors 


500 


iSS 





~iw- 



II 

Jan. 

1 

To Realization A/c. .. 


12,000 

Jan. 

1 

By Balance b/d. 

Ir 


Contingency Reserve 


12,000 


m- 

Jan. 


To Capital A/ca. 
A .. 

B .. 

G .. 


1,500 

1,000 

500 


3,000i 


Jan. 


By Balance b/d. 


A's Loan Account 


!56r 

Jan. 


3,000 


3,000 






ises 




1 

To Cash Account 


5,000 

Jan. 

1 

By Balance b/d. 



5,000 


;i'>. U.-vi I-,: 
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Gash Account 


Jan. 


To Balance h/d. 

To Realization A/c. 
Sale Proceedi of assets 



lls. 

1,550 

1962 

Jan. 

1 


50,000 





n 



sliioo 




By Realization A/c. 
Expenses ., 

By Realization A/c. 
Creditors paid 
By A's Loan A/c. 
By A's Capital A/c, 
B> B's Capital A/c. 
Bj O’a Capital A/c. 


TCT 

1,000 

11,500 

5,000 

12,000 

13,000 

9,000 

Viioo 


Resdlzation Account 


mr 




Rs. 

1%2 




ncT 

Jan. 

I 

To Sundry Assets* 
Machinery 


25.000 

Jan. 

1 

By Sundrics-Creditors 


i 2 ,oqo 



Stock ,, .. 


11,000 



Provision for Doubtful 





Debtors 


10,000 



Debts. 


500 



Patents 


5,000 

»> 


By Cash A/c. 


50,000 



Goodwill 


8,000 



By Loss Transferred to 




To Cash A/c-Expenscs 


1,000 



Capital A/cs. 





To Cash A/c. Credi- 





A 4,500 





tors .. ,. ,. 


11,500 



B 3,000 

G 1,500 


9,000 





71,500 





71,500 


A'> Capital Account -f 


iW 

Jan. 

5» 

1 

To iRqalization A/c. . • 
To Cash Account^ 


Rs. 

4,500 

12,000 

im 

Jan, 

1 

By Balance b/d. .. 

By ContingmeyReserve 
A/c. 


15,000 

1,500 





16,500 



V—. 


16,500 

1 



B's Otpital Account 


■ 

JSSF" 

Jan, 

1 

To Realization A/c.* 
Loss .. ,. 

To Cash Account ,. 


9,000 

13,000 

Jan. 

1 

By Balance b/d. .. 

By Contingency Reserve 
A/c. 


Rs. 

15,000 

1,000 





16,000 





16,000 


C'a Capital Accouut 


mr 

Jan. 


To Realization A/c,- 
Loss 

To dash Account 



-m 

Jan. 


By Balance b/d. .. 

By Contingency Reserve] 
A/c, 


110,000 

500 

110 ^ 


10,500 
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IQastfatlon 77 

The Balance Sheet of X, Y and Z who were sharing profits in the ratio of 2:1:1 
respectively was as follows on 31st December, 1964: 

Balance Sheet 


lAaMlitUs 

Rs. 

Assets 

Rs. 

SundryCreditots 

Mrs. I's Loan 

Oapitals: 

X 

Y 

Z 

18,000 

15,000 

12,000 


Macliinery .. 
Furniture & Fittings 
Stock .. ..' 

Debtors 

Less Prov. 

20 , 000 " 

500 

1 



Investments 

Goodwill .. 

Qawli ,, , , 

.. 



1 80.000 



80,000 


The firm was dissolved on the above date. The assets realized were as follows: 


Rs. 

Machinery . 23,000 

Furniture & Fittings (Partly). 2,000 

Stock .. .. .. 7,000 

Debtors.18,000 

Some pieces of furniture were taken, over by Z for Rs. 1,500. Investments were 
taken over by X for Rs. 6,500 and Y agreed to take over the liability in respect of loan 
due to his wife. There was a joint life policy also which was surrendered to L.I.G. for a 
cash payment of Rs. 2,000. 

Sundry Creditors were paid 2 per cent less for cash discount. Expenses of realization 
came to Rs. 300. 

Pass the joiunal entries closing the books of the firm. Abo show important ledger 
accounts. 


Solution 




jonroid 


Dr. 

Gr. 

156?“" 

Dec. 

31 

RealizationAccount. 

To Machinery A/c.. 

To Furniture & Fittings '.. .. 

To Stock .. ., .. 

To Debtors .. 

To Investments . 

To, Goodwill .. .. . 

Transfer of various assets to Realization Account 
on dissolution of firm. 

Dr. 

Rs. 

80,000 

Rs. 

35,000 

5,000 

10,000 

20,000 

6,000 

4.000 

»9 

il 

Sundry Creditors ... . 

Mrs. Y’s Loan A/c. ..' ., ... ... 

Provision for Bad Debts 

To Realization Accotmt .. .. .. 

Transfer of various liabilities to Realization Account 
on dissolution of firm. . ... 

Dr. 

Dr. 

Dr. 

30,000' 

5,000 

500 

35,500 



. , \ +, V, 1 , , ' ( \ ' r ' * ‘ i. a”' 

' ' \ l* •» tah , _ ' 1 " S « " 

V 1., 
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Drc. 

31 

X's Capital Account . 

Z’s Capital Account . 

To Realization Account .. . 

Debit given to X's Capital A/c. and Z'l Capital A/c. 
for investments and pieces of furniture taken 
over by tliem respectively. 

Dr. 

Dr. 

Rs. 

6.500 

1.500 

8,000 

ft 

ft 

Realization Account .. .. ,. . 

To Y's Capital Account 

Liability for Mrs. Y's Loan taken over by Y. 

Dr. 

5,000 

5,000 

f) 

II 

Cash Account. 

To Realization Account . . . 

Gash realised on tlie sale of various assets and 
surrender value received &om L,LG. 

Dr. 

52,000 

52,000 

>1 

If 

Realization Account .. . . .. 

To Cash Account . 

Amount paid to sundry crediioia in full settlement 
of their claims. 

Dr. 

29,400 

29,400 

It 

II 

Realization Account . 

To Casli Account . 

Payment of cost of realisation made in cash. 

Dr. 

300 

300 

3> 

II 

X's Capital Account . 

Y's Gapital Account . 

Z’s Capital Account .. .. . 

To Realization Account 

Transfer of loss on realisation to Partners’ Capital 
Accounts in their sharing ratio. 

Dr. 

Dr. 

Dr. 

9,600 

4,800 

4,800 

19,200 

V 

If 

X's Capital Account . 

Y’s Gapital Account . 

Z's Gapital Account . 

To Cash . 

Final payments of cash made to partners for 
amounts due to tliem. 

Dr. 

Dr. 

Dr. 

1,900 

15,200 

5,700 

22,800 


Ledger. Accounts 

Dr, Realization Acconnta Gr. 


Rs. 

30,000 

5,000 

500 

6.500 

1.500 


52,000 

9.600 

4.600 

4,600 
1,14,700 ' 


35,000 

5,000 

10,000 

20,000 

6,000 

4,000 

5,000 


29,400 

300 


19 » 

Dec. 


31 


To Machinery 
|To Furniture & 
Fittings 
To Stock 
To Debtors 
To Investments 
To Goodwill 
To Y*s Gapital A/c. 

(Mrs. Y’s Loan) 
To Gosh Account 
(Sundry 
Gieditors) 

|Ta Gash Account 
(Cost of 
Realization) 


1.14,7Q0| 


T96? 

Dec. 


31 


By Sundry Creditors 
By Mrs. Y’s Loan 
Account 
By Provision for 
Bad Debts 
By X's Capital A/c. 

(Investments) 

By Z’s Capital A/c. 

(Furniture) 

By Cash- 
Machinery 23,000 

Furniture 

& Fittings 2,000 

Stock 7,000 

Debtors 18,000 

L. I. P. 2,000| 


By X's Capital A/c. 
(1/2 loss) 

By Y's Capital A/c. 
(1/4 loss^ 

By Z’s Capital A/c. 
(1/4 M 
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X'b Capital Account 


■31 

Jl 

II 

To Realization A/c. 

(Investments) 

To Realization 

A/c. (i loss) 

To Cash Account 


Rs, 

6,500 

9,600 

1,900 

Dec. 

31 

By Balance b/fd. 


Kts. ' 
18,000 




18,000 




' 

18,000 


Y's Capital Account 


i55r 

Dec. 

31 

To Realization 

A/c. (i loss) 

To Cash Account 


Rs. 

4,800 

15,200 

1964 

Dec. 

31 

By Balance b/fd. 

By Realization 

A/c (Mrs. Vs 
loan) 


Rs. 

15,000 

5,000 





20,000 





20,000 












ISST 

Dec. 


Z's Capital Account 


31 





1864 


To Realization 



Dec. 

31 

A/c. (Furniture) 

To Realization 


1,500 



Ale. (i loss) 

To Cash Accoimt 


4,800 




5,700 





12,000 




By Balance b/fd. 


-TT 

12,000 


12,000 


Dr. Cash Account Gr. 


l9M 

Dec. 

31 

To Balance b/fd. 

To Realization 


Rs. 

500 

52,000 

1964 

Dec. 

31 

By Realization 

By Realization 

By X's Capital A/c. 
By Vs Capital A/c, 
By Z’s Capital A/c. 


—nr 

29,400 

300 

1,900 

15,200 

5,700 





52,500 





52,500 












Insolvency of a Partner - Decision in Garner vs. Murray 

If the Capital Account of a partner shows a debit balance as a result of various 
entries passed on account of dissolution of the firm, it is expected that he will pay the money 
from his private estate. If this is done the other partners will be able to get in full what is 
due to them. But if a partner is insolvent, i.e., if his private estate is not sufficient to pay 
his private liabilities, he will not be able to pay any sum to the firm. But, of course, after 
paying his private liabilities there "•'-y ^ That sum will be 

given to the firm, but that may be smaller than the total sum due irem the partner. This 
means that there is a loss on account of the insolvency of the partner. The question 
arises as to in which ratio should this loss be borne by the reffiainirig partners. Before the 
. 'decision in'Garner vs. Murray, it was considered that this was a loss quite similar to othei^ 
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losses and, therefore, to be borne by the remaining partners in their profit sharing ratio 
Tlie position may be illustrated by the case of a firm whose statement of affairs is given 
below: ■ 


Liaiililm 

Rs. 

Asstts 

Rs. 

A's Capital . 

B’t Capital 

C's Capital . 

.. 6,000 
.. 4,000 

,, 1,000 

Cash. 

Loss on Realization .. 

.. 2,000 

•. 9,000 


11,000 


liw 


Tire partners are equal. The loss of realization, tlierefore, will be debited to each 
partner equally as a result of which the Capital Account of A is reduced to Rs. 3,000 
that of B to Rs. 1,000 and the Capital Account of 'C is converted into a debit balance 
of Rs. 2,000. If C were able to pay this amount the total sum available would be Rs. 4,000, 
in which case A and B could be satisfied fully. But suppose, G is unable to bring this sum 
of Rs. 2,000 and, therefore, this is to be treated asd^j^s. Ignoring Garner vs. Murray, 
this would be debited to A and B equally, namely, Rs.' 1,000 each in which case B’s Capital 
would be wiped off and A’s Capital would be reduced to Rs. 2,000 and he would get all 
the cash that is available with the firm, This position is clearly unsatisfactory from the 
point of view ofB. It is possible to argue that (1) A’s claim is Rs. 3,000, B’s claim is Rs. 1,000; 
(2) Cash available is Rs. 2,000 only and, therefore, (3) this should be divided between 
A and B in the ratio of their claims, namely, 3:1. In this case B would get Rs. 500 instead 
of nothing as given above. This was the crux of the matter which went up before the court 
in Garner vs, Murray. The main point was whether the loss on account of insolvency of 
a partner is an ordinary loss to be borne by the other partners in the profit sharing ratio 
or is it a special loss to be borne by them in a special way. The^decision of the judge was 
as follows*. 

1. The solvent partners should bring cash equal to their share of the loss on 
realization. (In the example given above A and B would each have to bring 
Rs. 3,000 because that is their share of the loss on realization. This would 
make up their capitals to Rs. 6,000 and Rs. 4,000 respectively). 

2, The loss on account of the insolvency of a partner should be borne by the , 
remaining partners in the capitals standing after number (1) is carried out,. 
In effect, it means that the loss is to be shared by the other parmers in the 
ratio of their capitals standing just before the dissolution i.e.,capitals without 
taking into account the dissolution profit or loss. In the above example, 0*3 
loss of Rs. 2,000 would have to be borne in the ratio of 6:4 or Rs. 1,200 to 
A and Rs. 800 to B. This would mean that after the transfer of loss on account 


of C’s insolvency, A’s Capital would be reduced to Rs. 4,800 and B’s Capital 
would be reduced to Rs. 3,200. The total of these two figures is Rs. 8,^< { 
This is equal to the cash available^ (fresh amounts brought by A and B 
also to be added to the balance already in hand.). 

One should note that the work upto ascertainment of profit or loss is 
sain? as discussed above in case of ordinary dissolution. This loss or profit 
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transferred to the Capital Accounts of all partners in their profit sharing ratio. The question 
of Garner vs. Muiray arises only if a partner’s Capital Account shows a debit balance 
which cannot be satisfied fully. The amount left unsatisfied or unpaid by the insolvent 
rtner has to be transferred to tlie Capital Accounts of the other partners in the ratio 
of their capitak just before the dissolution. As regards the cash to be brought in by the 
solvent partners, it is only a notional entry, actually no cash is brought. In India specially, 
there does not seem to be any need for the solvent partners bringing in cash equal to their 
share of the loss on realization. But the main point decided in Garner or. Murray that the 
loss is to be borne by -the solvent partners in the ratio of tlieir capitals just before the 
Commencement of dissolution stands. 


Olustiration 78 


O P and Q,are partners in a firm sharing profits and losses as 6: 3:1. Their Balance 
Sheet as on 31st December, 1958 is given below; 


LiabilitUs 

ill. 

Assgis 

Ss. 

0 8,000 


Plant & Machinery 

.. 7,500 

P 3,000 

11,000 

. Stock-In-Trade .. 

.. 2.500 

Bank Overdraft .. 

.. v^OO 

Sundry Debtors 

.. ,6,000 

O’s Advance 

500 

Cash in Han(J/- .. 

,. 500 

Sundry Creditors 

.. ,^,500 

Q, Overdrawn-^.. 

.. 1,000 


17,500 


17,500 


The partners decide on dissolution of the firm and the assets realized as follows. 
Plant and Machinery 20% less; Stock-in-Tradc 25% less; and Sundry Debtors 
30% less. Expenses of dissolution amounted to Rs. 225. 

Q, became insolvent and his private estate yielded Rs. 205. You are required to 

give journal entries to close the books of the firm. 


Solution 


Journal 


Dr. 


CIr. 

"ST 


Dec. 


I, „ 


31 

Realization Account 

To Plant & Machinery 

To Stock Creditors 

To Sundry Debtors 

Transfer of various assets. 

Dr. 


—Ei”' 
16,000 

II 

Sundry Creditors' 

Bank Overdraft 

To Realization A/o. 

Liabilities transferred to 

Realization Account, 

Dr.' 

pr. 

t 


2,500 
' ■ 3.500 

V, ' 






7.500 

2.500 
6 , 000 ' 


6,000 
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Dec. 

31 ( 

i 

y 

jadi Account 

To Realization Account 
\nioun.t realized from 
/arious assets; 

Ks. 

Madilnery 15,000 

Stock 1,875 

Debtors 4,200 

Dr. 


12,075 

12,075 

II 

II 

[Realization Account 

To Cash Account 

Expenses of realization. 

Dr. 


225 

225 

II 

II 

Realization Account 

To Cash Account. 

Payment of liabilities. 

Dr. 


6,000 

6,000 

II 

If 

O's Capital Account 

P's Capital Account 

Q.'a Capital Account 

To Realization Account 

Loss on realization 
transferred to Capital 

Accounts of various 
partners in die ratio 
of 6; 3:1. 

Dr. 

Dr. 

Dr. 


2,490 

1,245 

415 

4,150 

SI 

II 

O's Advance Account 

To Gash Account 

Advance from 'O' repaid. 

Dr. 


500 

500 

SI 

II 

Cash Account 

To Q.'s Capital Account 

Amount received from 

Q.'s estate. 

Dr. 


205 

205 

M 

>1 

O's Capital Account 

P's Capital Account 

To O’s Capital Account 

Loss on account of Q,'s 
delicientY transferred 
to 0 and F in die ratio 
of S; 3, namely, the ratio 
of their capitals Just 
before dissoludon. 

Dr. 

Dr 


880 

330 

1,210 


11 

O's Capital Account 

P's Capital Account 

To Cash Account 

Amount paid to O and P 
on account of their 
capitals. 

Dr 

Dr 

* 

4,630 

1,425 

6,055 


The student is advised to prepare ledger accounts. 


Fixed and Fluctuating CAvrp^ 

The meaning of capital just before dissolution would naturally depend upon 
whether the firm maintains fixed capitals or fluctuating capitals; This question arises 

. I* V 
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only if the firm has got accumulated profits like reserves or if there arc certain adjustments 
which should have been made before dissolution. The student remembers that in case of 
fixed capitals all adjustments are made in the Current Account and the figure of capital 
does not change. This holds good for Garner vs. Murray also. If the capitals are fibced, the 
ratio for dividing the insolvent partner’s loss will be that of fixed capitals. 

If the capitals are fluctuating, they should first be adjusted for accxmiulated profits 
or any other adjustment which should have been made before dissolution. The ratio for 
dividing the insolvent partner’s loss will be the ratio of capitals now resulting. One glmiiM 
note that accumulated profits, etc., like reserves, must in any case be transferred to all the 
partners. In case of fixed capitals, llie transfer will be to Current Account; in case of 
fluctuating capitals, the transfer will be to Capital Accounts. The transfer will not affect 
the ratio of fixed capitals but it will naturally change the capitals if they are fluctuating. 
A small example will make it clear. Suppose the following is the Balance Sheet of a firm. 


Lkhililiis 

Ra. 

Assets 

Rs. 

Capital Accounts: 

10,000 

Loss on Realization 

15,000 

A 

5,000-t 

Cash 

6,000 

B 

5,000./ 

Amount due from G 

3,000 

C 

4,000 



Reserve 

24,000 


24.000 


The partners share profits and losses in the ratio of 4: 3: 3. This will be worked 
out in the two cases of fixed and fluctuating capitals in the following manner: 

Where Capitals are Fluqtuatino 


Dr. A's Capital Account Cr. 



To Loss on Realiza¬ 
tion A/c. 

To G's Capital A/c. 

11,600 X 1,300 

17,800 

To Cash 

1 





Rs. 

10,000 

1,600 

11,600 

11,600 

B 

'a Capital Account 


To Loss on Realiza¬ 
tion 

To G's Capital A/c. 

6,200 X 1,300 

17,000 

To Cash Account 

1 

H 


By Balance b/d. 

By Reserve (3/10) 


5,000 

1,200 

1 

6,200 

6,200 
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C's Capital Accooat 



Where Capitals are Fixed 
A' a Capital Account 



B'a Capital Acconut 



B'a Current Account 
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G's Capital Account 



To Balance b/d 

To Loss on Realization 

1 


1 

By Reserve 

By C’s Capital A/c 

Transfer 


1,200 

6,300 


■ 

7,500 

■ 



7,500 


■ 


■ 





Cash Account 



niuBtration 79 

The following is the Balance Sheet of A, B and G on 31st December, 1958: 


Liabilities 

Rs, 

Assets 

Rs, 

Creditors 

• • 

,. 2,000 

Gash . 

500 

Bank Loan 

• ■ a • 

500 

Stock . 

.. 2,000 

Bills Payable 

■ • • • 

500 

Plant . 

. . 2,000 

A’s Capital 

■ • a • 

.. 2,500 

Debtors . 

.. 1,000 

B’s Capital 

a I fa 

. . 1,500 

Bills Receivable .., 

.. 1,000 



G’s Capital (overdrawn) 

500 



7,000 


’ 7,000 


G is insolvent but his partners recover from his private estate Rs, 252. 

It is decided to wind up the partnership, and the assets realize: 

Stock, Rs. 1,600; Plant, Rs. 1,500; Debtors, Rs.750; Bills Receivable, Rs. 700. Creditors 
were paid Rs. 20 less for discount granted by them. Profits and losses arc shared equally. 
Cost of realization amounted to Rs. 250. 

Draw up the necessary ledger accounts to close the books of the firm. Apply the 
.Garner vs, Murray rule. Show what each partner will receive. 
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Soladoii 


Dr. _ Realization Account 



To Sundry Debtors 

To Stock 

To Plant 

To Bills Receivable 

To Cash (Payment 
to creditors} 

To Cash (Payment 
of bank loan & 
bills payable) 

To Cash (Expenses) 

- 


Tu; 1 
1,000 
2,000 
2,000 
1,000 

1,980 

1,000 

2.50 


By Creditors 

By Bank Loan 

By Bills Payable 

By Cash (Sale 
proceeds of all 
assets) 

By Loss Trans¬ 
ferred to 

A's Capital 

B's Capital 

C's Capital 


ViT. 

~-!sr 

2,000 

500 

500 

4,550 

560 

560 

560 

'9,230 

9,230 

Dr. A's Capital Account 


Cr. 


To Realization 

A/c (Loss) 

To C's Capital A/c 
(Share of deficiency) 

To Cash 


Hr. 

5G0 

SOS 

1.995 


By Balance b/fd 

By Cash 


“TT- 

2,500 

560 

3,060 

3,060 


B'a Capital Account 


I'o Realization 
(Loss) 

To C's Capital A/c 
(Share of dcHciency) 

To Cash 


5G0 

505 

995 


By Balance b/Zcl 

By Cash 


pBO 

560 



2,060 




2,060 


C*a Capital Account 



To Balance b/fd 

To Realization 

A/c (Loss) 


-505 

560 


By Cosli 

By A’s Capital 

By B’s Capital 


-5S5 

505 

303 




1,060 




1,060 


Gash Account 



To Balance b/M 

To Realization A/c 

Stock 1,600 

Plant 1,500 

Debtors 750 


—m 


By Realization 

A/c Creditors 

By Realization A/c 

Bank Loan 500 

Bills Payable 500 


1,980 

1,000 


Bills 

Receivable 700 


4,550 


By Realization 

A/c (expenses) 


250 


To A’s Capital A/c 

To B’s Capital A/c 

To C's Capital A/c 


560 

560 

252 


By A's Capital 

By B's Capital 


1,995 

1,197 




6,422 




6.422 
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Hldstration 38 

P and Q,were partners sharing profits in the ratio of 3: 2. On 31st December, 1964, 
their balance sheet was as follows; 


Liabilities 

Rs. 

Assets 

Rs, 

Sundry Creditors 

.. 30,000 

Machinery 

.. 20,000 

Bank Loan 

.. 10,000 

Stock . 

.. 12,000 

P’s Capital A/c .. 

7,000 

Debtors .. 

.. 17,000 

Q|s Capital A/c .. 

5,000 

Furniture & Fixtures .. 

.. 2,500 


Cash 

500 


52,000 52,000 


The firm was dissolved on that day. Machinery fetched only Rs. 6,000; stock 
realised Rs. 5,500 and furniture and fixtures were sold for Rs. 1,000. Rs. 12,000 could be 
collected from debtors, the rest of them having become bad. The expenses on realisation 
amounted to Rs. 1,000. 

Both P and Q,were found insolvent. P’s private estate could contribute Rs 6,000, 
whereas Q, had no surplus. 

Close the books of the firm showing necessary ledger accounts. 

Soludon 

Dr. Realization Account Gr. 

T55T 

Dec. 


15S4 

Dec. 


31 

To Sundry Assets 
Machinery 20,000 
Stock 12,000 

Debtors 17,000 

Furniture 



Dec. 

31 

By Gash 
Machinery 
Stock 
Furniture 
& Fixtures 

n 

■ 



& Fixtures 2,300 


. 51,500 



Debtors 



24,500 


To Cash (Expenses) 


1,000 



By Loss trans¬ 
ferred to 

P’s Capital 

0)3 Capital 



28,000 




















52,500 


Gael! Account 


31 

To Balance b/fd 

To Realization 

A/c (Sale of 
assets') 

To P's Capital 
(Dividend) 


500 

24,300 

6,000 

“i5Br 

Dec. 

31 

By Realization 

A/c (Expenses) 

*By Creditors 
*By Bank Loan 


' 1,000 

22,500 

7,500 


1 


31,000 




■ 

31,000 


*Available Cash Distributed proportionately. 
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Dr. 

rasT 

Dec. 


F'a Capital Account 


31 

To UcAlisatian 

(1.0SS) 


Rs. 

le.non 

!96'l 

Dec. 

3L 

By Balance b/fd 

By Cash 
(Dividend) 

By Proiit & Loss 
A/c-transfer 


7,'000 

6,000 

3,800 




16,800 





16,800 


Q,'a Capital Account 


iW 

Dec. 

31 

To Realization 

A/c Loss 


11,200 

1964 

Dec. 

31 

By Balance b/fd 

By Profit & Loss 

A/c-transfer 


5,000 

6,200 





11,200 





11,200 


Profit and I.OBB Account 


31 

To F's Capital 

A/c 

To Q/s Capital 

A/e 


1 

3,800 

6,200 

1964 

Dec. 

31 

By Sundry Creditors 

By Bank Loan 


7.500 

2.500 




10,000 





10,000 











Sundry Credltura Account 


mr 

Dee. 

31 

To Cash 

To Profit & Lou 

A/c transfer 


22,500 

7,500 

1964 

Dec. 

31 

By Balance b/fd 


30,000 

30,000 


30,000 



Bank Loan Ac 

coun 

t 

TSST" 






1 




Dec. 

31 

To Cash 


7,500 

Dec. 

31 By Balance b/d 


10,000 



To Profit & Lou 










A/c transfer 


2,500 





1 





10,000 





10,000 

■ ■ 




- — — 







, Sale to a Company 

Often partners form a joint stock company to take over their business or they may 
sell their business to an existing company. The partners usually receive shares and cash 
as purchase consideration. Shares arc divided among partners in the ratio of their fln^l ' 
claims. The method of closing the books of the firm is the same as already explained. ,• 
To repeat, the steps are: ' ^ 

1. Transfer assets to Realization Account. If the company takes over cash, it 
also be transferred to this Account. 

2. Transfer liabilities also to Realization Account. 




PARTNERSHIP ACCOUNTS—^II 


383 


3. Debit Shares Account with the value of shares received from the company 
and Gash Account (with cash received) and credit Realization Account. 

4. If any asset is to be realized by the firm itself (i.e., not taken over by the 
company, debit Cash Account and credit Realization Account with the 
amount realized. If an asset is taken over by a partner, his Capital Account 
should be debited and Realization Account credited with the value agreed 
upon. 

5. Expenses payable by the firm should be debited to Realization Account and 
credited to Gash Account. Expenses payable by the company should be ignored 
in the books of the firm. 

6. If any liabilities are to be paid by the firm (i.e., not taken over by the company), 
Realization Account should be debited and Cash Account credited with the 
amount actually paid. 

7. Profit and loss on realization should be transferred to the Capital Accounts 
in the profit sharing ratio. 

Similarly, any accumulated profit or reserve lying in the books of the firm 
should be transferred to the Capital Accounts in the profit sharing ratio. 
This will determine the amount due to each partner. 

8. Shares received from the company should be distributed among partners in 
the ratio of amounts now due. Thus if A and B have to get Rs. 16,000 and 
Rs. 10,000 respectively and if their profit sharing ratio is 3: 2, they will divide 
the shares in the ratio of 16: 10 and not in the ratio of 3: 2. One should note 
drat since no fraction of a share can be issued, one should be given whole 
number of shares. If a partner’s share comes to 276. 1/5 shares, he should be 
given 276 shares. The amount involved should be debited to the Capital 
Accounts and credited to the Shares Account. 

9. Final settlement will be made in cash. For this debit Capital Accounts and 

credit Gash Account. i 

These steps should close aU accounts and hooks of the fiaun, 


niustration 81 

The Balance Sheet of A, B and C stood as follows on 31st December, 1964: 


' Liabilities 
Creditors 
Bills Payable 
Capital Accounts; 


20,000 

20,000 

10,000 


Rs, 
17,000 
1,200 


■50,000 


68,200 


Assets 

- Cash at Bank 
Sundry 
Debtors ^ _ . ■ 

Less Provision.. 
ibr Doubtful Debts 

Stook-in-Trade 
Plant & Machinery 
Fixtures-& 

Fitting 
Goodwill 
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It was decided to sell the business to the C. G, 0. Ltd., on the Company’s agreeing 
to allot 6,000 fully paid shares ofRs. 10 each in full satisfaction of the purchase considers- 
tion. The Company assumed the liabilities except for Bills Payable and took over all the 
Assets except the Bank Balance. The partners shared profits and losses in proportion of 
one-half to A, one-third to B and one-sixth to C. 

Pass journal entries and prepare accounts showing the final settlement as regards 
the partners, assuming that the shares were duly allotted. 

Solution 


Jounial Dr. Cr. 


1964 

Dec. 

31 

Kealizalion Account . 

To Sundry Debtors. 

To Stock-ui-Trade A/c. 

To Plant & Machinery Afc, 

To Fixtures & Fittings A/c. 

To Goodwill A/c.. 

Transfer of various assets to Realization A/c. 
on sale of business to C.C.C. Ltd. 

Dr. 


Rs. 

63,000 

Rb. 

20,000 

22,000 

15,000 

H500 

,500 

n 

Jf 

Provision for Doubtful Debts A/c. 

Sundry Creditors A/c. 

Bills Payable A/c. 

To Realization A/c. 

Transfer of liabilities etc., to Realization A/c. 

Dr. 

Dr. 

Dr. 


1,000 

17,000 

1,200 

19,200 

i> 

•> 

Shares in G.C.a Ltd.. 

To Realization A/c. .. 

6,000 shares of Rs. 10 each fully paid, received 
from C.G.C.Ltd. as purchases consideration, 

Dr. 


60,000 

60,000 

t3 

1# 

Realization Account. 

To Bank A/c. . 

Payment of Bills Payable, not taken over by 
G.a.G. Ltd. 

Dr. 

• 

1,200 

1,200 

If 

If 

Realization Account. 

To A's Capital A/c. 

To B's Capital A/c. 

To G’s Capital A/c. 

Transfer of profit on Realization to Capital 
Account of partners. 

Dr. 


15,000 

7.500 
5,000 

2.500 

II 

If 

A's Capital A/c. . 

B'l Capital A/c. .. 

C’s Capital A/c. . 

To shares in G.G.C. Ltd.. 

6,000 shares of Rs. 10 each distributed 
amongst partners in the ratio of tlielr claims, 
viz., A-27,500, B-25,000, G-12,500, HtlOtS. 

Dr. 

Dr. 

Dr. 


25,380 

23.080 

11,540 

60,000 

»> 

II 

A's Capital A/c. . 

B's Capital A/c. .. 

G's Cwital A/c. . 

To Bank Account. 

Balailce of Aihounts due to partners paid. 

Dr. 

Dr. 

Dr. 


2,120 

1,920 

960 

5,000 
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Dec. 31 To Sundry Assets: 

Sundry Debtors 
Stock-in-Tradc 
Plant & Machi¬ 
nery 

Fixtures & Fitt¬ 
ings 

Goodwill 
To Bank Account 
To Profit trans-_ 
ferred to Capital 
A/cs. 

A 7,500 

B 5,000 

• C 2,500 


Realization Account 

1964' 

Dec. 31 

20,000 


31 By Sundries Pro¬ 
vision for Doubtful 
Debts A/c. 
Sundry Creditors 
Bills Payable 
By Shares in 
G.G.a. Ltd. .. 


Bank Account 


31 

To Balance b/d .. 


6,200 

T56^ 

Dec. 

31 

By Realization 

Ale . 

By Capital A/cs. .. 

A .. ., 

B 

C 





6,200 






ee. 31 To Realization 
A/c. 


Sbarea in G.O.G, Ltd. 



ec. 31 By Capital A/cs. 
A (4/26)* 

B 1/26)* 

G (5/26 * 



*Ratio of final claims, i.e., 27,500 : 25,000 : 12,500. 

A'a Capital Account 


.Riin 


Dec. 31 To Shares in 

C.G.C. Ltd. . 
„ „ To Bank Account 



31 By Balance b/d. .. 
„ By Realization 
A/c. profit 


27,500 


B'a Capital Accxtunt 



Dec. 31 To Shares in 

G.G.C. Ltd. . 
To Bank Account 
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C's Capital Account 


31 

To SK.-ircs iti 

C.G.C. Lid. ., 

To Bank Arcouni 


({1904 

Di-c. 

11,5401 

9G0]] 

.31 

By Balance b/d. .. 
By Realisation 
A/c.-profit 


10,000 

2,500 




12,500 




12,500 


Illustration 8Z 

X and Y were carrying on, a business in partnership sharing profits and 
equally. On 31st December, 1965, their Balance Sheet was as under: 


LMililiu Hj. 

Sundry Creditors. 22,500 

Bills Payable . 5,000 

Gcncial Reserve. 4,000 

X's Capital ,. 15,000 

Y’s Capital. 25,000 


71,500 


Asfelt Rs, 

Plant & Machinery. 30,000 

Stock .12,000 

Debtors .16,000 

Furniture & Fittings ,, .. 4,000 

Joint Life Policy . 6,000 

Cash .3,500 


71,500 


On this date, the business was sold to New Manufacturing Go. The valuations of 
various assets as agreed upon were as follows: 

Ss. 


Goodwill .. 

Plant and Machinery 

Stock. 

Debtors .. .. 

Furniture & Fixtures 


10,000 
32,500 
■ 11,000 
14,400, 
3,500 


Certain pieces of furniture were not taken up by the competny and were agreed to 
be taken over by Y for Rs. 200. Joint Life Policy was surrendered to the insurance 
company and Rs. 6,000 were realized. 

The purchase consideration was paid by the company in 3,000 shares of Rs. 10 
each fully paid up in cash for the balance. 

Pass journal entries in the books of X and Y, 


Solution 

The purchase consideration will be calculated as under: 
Agreed value of assets taken over; 

Goodwill. 

Plant & Machinery . 

Stock. 

Debtors .., .. .. .. 

Furniture & Fixtures . 



Rs. 

.. 10,000 , 

.. 32,500, , 

.. 11 , 000 ’; 
.. 14 , 400 .;/! 

.. .3,560 tl 
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Less liabilities taken over 

Sundry Creditors .. .. . 22,500 

Bills Payable. 5^000 27,500 


43 900 

Value of shares — Rs. 3,000 x 10 = Rs. 30,000. 

Hence cash to be paid by the New Manufacturing Go. = Rs. 43,900 — Rs. 30,000 

= Rs. 13,900. 

Distribution of Shares 

The shares will be distributed between the two partners in the ratio of their final 
claims. This ratio comes to 198 ; 316, 

Total of ratio=198-l-316=514 
Xis entitled to 3,000 X ^8 = 1155 167 

514 257 shares. 

As shares are not allotted in fractions X will be given 1156 shares. Y will get the 
remaining shares, i.e., 

3,000 — 1156 = 1844. 


Journal of X and Y 
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1965 

Dee. 


31 


Shares Account.Dr. 

Cash Account _.Dr. 

To Realization A/c. ,. . 

For purchase consiclrration received from 
New Mfg. Co. partly in shares and partly 
in cash 


Realization Account.Dr. 

To X's Capital Account . 

To Y’s Capital Account . 

Transfer of profit op realisation to partners* 
capital accounts in their profit sharing ratio. 


X’s Capital Account .. .. .. Dr. 

Y's Capital Account.Dr, 

To Snares Account. 

Distribution of shares between the two partners 
in the ratio of their final accounts. 


X's Capital Account.Dr. 

Y’s Ctmilal Account.Dr. 

To Cash Account .. . 

Payment of cash to partners for balance due 
to them. 


30,000 

13,900 


9,600 


11,560 

18,440 


10,240 

13,160 


43,900 


4,800 

4,800 


30,000 


23,400 


The student is advised to prepare ledger accounts. 


EXERCISE XVI 

1. Two firms, A & B and C & D, who were carrying on business in allied 
goods decided to amalgamate their businesses on 1st January, 1966, on the following 
terms t 

(1) Provision for bad debts be made at 5% on debtors of both firms. 

(2) Buildings of A & B be appreciated by 10 per cent. 

(3) Patents of G & D be depreciated by 50 per cent. 

(4) The capital of A, B, G and D in the new firm be Rs. 30,000, Rs. 20,000, 
Rs. 35,000 and Rs. 15,000 respectively and the profits and losses in 
future be shared in the same proportions. Gash was brought in and paid 
out forthwith. 

The Balance Sheets of the two firms on 1st January, 1966, were as follows: 


Liabilitlu A & B C 8; D AsteU A & B C & D 

Rs. Rs. Rs. Rs. 

Capital; Buildings .. .. 40,000 

A ,. .. ,, 25,O00 Furniture .. .. 4,000 5.000 

B . 25,000 ' Debtors .. .. 10,000 15.000 

0 . 30,000 Patents .. .. 6.000 

^ P . 20,000 Stock. 18,000 22.000 

General Reserve ,. 5,000 Bills Receivable .. 6.000 

Creditors. 15,000 12,000 Cash. 4,000 6,000 

Bills Payable .. ., 6,000 


76,000 62,000 76,000 62,000 
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Pass journal entries to close the books of the two firms and show the initial 
Balance Sheet of the New Firm after the Capitals of the partners have been 
adjusted as agreed. 

{Ans: Balance Sheet, Rs. 1,33,000). 

2. The following are the Balance Sheets of M/s P and Q,and M/s R and S, as 
on 31st December, 1965. 


LtabilUtfs 

p&a 

Rs. 

R & S 

Rs, 

Assets 

P & O 

Rs. 

R & S 
Rs. 

Sundiy Creditors 
Capitals: 

16,000 

24,000 

Land & Buildings 
Machinery 

20,000 

50,000 

30,000 

.. 

40,000 


Stock 

30,000 

15,000 

Q, .. .. 

20,000 


Debtors 

15,000 

7,000 

R 

. . 

40,000 

40,000 

Investments .. 

6,000 

s 


Cash .. 

5,000 

2,000 


76,000 1,04.000 76.000 1,04,000 


P and Q,shared profits and losses in the ratio of 2:1 and R and S shared them 
equally. The two firms decided to amalgamate. The terms agreed upon were: 

(a) Investments of P and Qwere not to be taken over by the new firm but 
were to be distributed among P and Q,in their profit sharing ratio. 

(i) Goodwill of P and Q, was Rs. 15,000 and that of R and S, Rs. 20,000. 

Goodwill was not to remain in the books of the new firm. 

(e) The Machinery of R and S was found over-valued by Rs. 2,000. A book 
debt of P and Q,amounting to Rs. 600 found bad and had to be written off. 
(d) The new profit sharing ratio was to be: 

P — 2/7, 0,—1/7, R —2/7 and S —2/7. 

(«) The capital of the partners in the new firm was to be in their profit- 
sharing ratio and the total capital was fixed at Rs. 1,40,000. The 
adjustments were made by bringing in and paying out of cash. 

Give journal entries to close books of the old firms and open those of the new 
one. Also prepare the initial Balance Sheet of the new firm. 

{Arts: Balance Sheet, Rs. 1,80,000) 

Dissolution 

3. Young and Old are in partnership sharing profits and losses in propor¬ 
tion of 5/8 and 3/8 respectively. They agree to dissolve the parthnership business 
on the date when the Balance Sheet of the firm was as follows: 




Balance Sheet 


, _ Liabilities 

Gmital Account: 
loung 

Rs. 3,000 

Rs. 2,600 

Rs. 

Assets 

Rs. 

Old 

5,600 

Building. 

.. 2,400 

Creditors 


3,000 

Stock . 

^,800 



Debtors . 

.. 2,200 




CftSll ■ ■ r • * * 

.. 1,200 


Total 

8,600 

Total 1 

.. 8,600 


Total 










390 


KLEMENTS Of BOOK-KEKPINO AND ACCOUNTANCY 


'rhc assets uther than cash reali/cd, Rs. OjOOO. 

Close the books of the firm and show the Realizalilon Account, Creditors’ 
Account, Cash Account and the Capital Accounts. 

{Alts: Profit on realization, Rs. 1,600), 

4. A and B who ^vcrc in partnership sharing profits and losses in the propor¬ 
tion of 4/7 and 3/7 respectively decided to dissolve partnership as on 31st December, 
1958, At the date of the dissolution, A*.s capita] was R.s. 1,25,030 and B’s Rs. 2,070, 
the creditors amounted to Rs. 23,150 and cash, Rs. 4,520. The remaining assets 
realized Rs. 1,24,910 and the expense.^ of dissolution were Rs. 1,860. A and B are 
both solvent. Prepare the Balance Sheet as on the date of dissolution and the accounts 
necessary to close the hooks of the firm showing the final adjustment of cash between 
the partners. 

(Ans: Balance Sheet, Rs. 1,50,250, Loss on realization, Rs. 22,680, B will bring 
Rs. 7,650). 

5. A, B and G are in partnership sharing profits in the proportion of 1/21/3 
and 1/6 respectively, On 31st March, 1959, they decide to dissolve the partnership, 
and the position of the firm on this date is represented by the following Balance Sheet! 


Littb'diiits Rs. Asstls Rs, 

Creditors .. .. ., .. 40,000 Buildings .. .. .. .. 57,000' 

Loan Account-A .10,000 Stock .50,000 

Capital Accounts; debtors . 50,000 

A 60,000 Cash at Bank . 3,000 

B 40,000 

0 .10,000 


1,60,000 1,60,000 

During the course of realization, a liability under a suit for damages is settled 
at Rs, 20,000 as against Rs. 5,000 only, provided for in the books of the firm. 

Buildings were sold for Rs. 40,000, and Stock and Sundry Debtors realized 
Rs. 30,000 and 42,000 respectively. The expenses of realization amounted to Rs, 1,200. 

You are required to close the books of the firm showing the necessary ledger 
accounts. {Ans: Loss on realization, Rs. 61,200), 


INSOLVENCY 

6. A, B and 0 arc in partnership sharing profits and losses three-sixths, 
two-sixths and one-sixth respectively. The state of affairs on the date of dissolution 
was as following: 

Baliutce SIteet 


iMbUUks 




Rs. 


Asstis 


Sundry Creditors 

3,fl50 

Gash in hand 

A’l Loan Account 

275 

Sundry Debtors 

Capital Accounts: 

.. 1.520 

Stock .. 

Putniture .. 

, B .. .. 

.. 1,120 

C's Capital A/c. ., 



(Dr. balance) >. 


6,765 , 

i , 
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The assets realized; Stock, Rs. 1,384; Furniture, Rs. 515 and Debtors, 
Rs. 2,920. The creditors were paid less discount amounting toRs. 25. A and B are 
solvent but G is insolvent and he is unable to bring in anything. The expenses of 
winding up were Rs. 52. Prepare the Realization Account, Gash Account and 
Capital Accounts of the partners. 

(Ans: Loss on realization, Rs, 828). 

7. X and Y were partners sharing profits and losses in the ratio of 3 ; 2. 
Their Balance Sheet on 31st December, 1964 was as follows: 


LiabiUlies 

Rs. 

Asstls 

Rs, 

Sundry Creditors 

X's Capital A/c, ., 

Y's Capital A/c. 

.. 25,000 

,. 12,000 
,. 3,000 

Cash in hand 

Bills Receivable .. 

Stock . 

Debtors . 

Furniture. 

.. 1,000 
.. 3,000 

.. 19,000 

.. 12,000 
.. 5,000 


40,000 


40,000 


On 31st December, 1964 itself, they decided to dissolve the firm. The assets 
other than cash realized only Rs. 19,000. The expenses of realization amounted to 
Rs. 300.Both X and Y were declared insolvent. Y’s private estate could pay notliing 
but X could contribute Rs. 2,000. 

Close the books of the firm, 

(Ans; Loss onrealization.Rs. 20,500; Sundry Creditors received Rs. 21,500). 

8. A, B and G were carrying on business in partnership sharing profits and 
losses in the ratio of 2:2:1 respectively. On 31st March, 1965, they decided to form 
a private limited cd^mpany named A.B.G. Private Ltd., to take over their business. 
Their Balance Sheet on that date was as follows: ‘ 


Liabdities 

Rs. 

Assets 


Sundry Creditors ,. 

.. 30,000 

Machinery .. 


General Reserve 

.. 12,000 

Furniture & Fixtures 

> - 

A's Capital A/c. 

.. 18,000 

Stock 


B's Capital A/c. 

.. 10,000 

Investments 

• • 

G*s Capital A/c. ., 

.. 5,000 

Sundry Debtors 

Less I^vision for 

11,000 



Bad Debts 

1,000 


Ossh 


75,000 


Rs. 

30,000 

7,000 

20,000 

3,000 


10,000 

5,000 


75,000 


Investments were taken over by A at book value. Goodwill was valued at 3 
years’ purchase of average profits of last five years. The total profits for the last five 
years amounted tb Rs. 35,000. Provisionfor bad debts was reduced to 5% on Sundry 
Debtors. Other assets incHudifig cash were taken over by the A.B.G. Private Ltd,, at 
book values. The purchase consideration was discharged by an issue of prdmary 

shares of-Rs. 10 each fully paid up. ' ^ ' 

Close’the books of the firm by means of suitable journal entries. Also show 


the necessary ledger accoimts 
(^Ans: Purchase 


s consideration, Rs. 63,450. Profit, on realization Its. !?1 ^450) . ', . 
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It was decided to sell the business to Famous Goods Co., Ltd., on the 
company’s agreeing to allot 550 shares of Rs. 100 each in full .satisfaction of the 
purchase consideration. The company took over all assets and liabilities except cash 
and Bills Payable at book values. The partners shared profits and losses in the 
ratio of their capitals. 

Pass journal entries to close the books of the firm. Also prepare ledger accounts 
showing the final settlement among the partners assuming that the purchase conside- 
ration was duly received. 

(Am: Loss on realization, Rs. 4,100). 



CHAPTER XVII 


Joint Stock Companies 


Definition 

A company is a voluntary association of persons formed usually for the purpose of 
some business for profit, with a common capital, divisible into transferable shares, and 
possessing a corporate legal entity and a common seal. It is created by following a process of 
Law. It is an artificial person; it is invisible and intangible. It is something distinct from 
the persons who have formed it and are its members. A person can be both a shareholder 
in it and its creditor at the same time. A shareholder is not responsible for the acts of the 
company even if he holds virtually the entire share capital. Similarly, the company is not 
affected by the acts of its members. A company has a right to sue, and can be sued in its 
own name. It can own property, open and operate a banking account in its own name, own 
money and be a creditor. In fact, it can do in business .what any natural person can do. 
The company has perpetual succession; This means that its life is not affected by the life 
of its members. New members replace old members when they die or dispose of their 
shares. Since a company has no physical personality, it must function through agents, viz. 
the directors. Shareholders or members, as such, do not carry on the business of the company. 

Kind of Joint Stock Companies 

In the beginning stock companies came into bemg in England only through the 
grant of a royal charter. Such companies are known as Chartered Companies. In India 
chartered companies are no longer possible. Some companies in India are formed by a 
special act of the Parliament e. g., the Reserve Bank of India, the State Bank of India, 
The Life Insurance Corporation of India, Air India International, etc. Such companies 
are known as Statutory Companies. They are not governed by the Companies Act. The 
great majority of companies, however, are formed by following the provisions of the 
Companies Act, 1956. We shall discuss only such companies. 

From the point of view of the liability of the shareholders or members, companies 
are of three types. These are; ' 

(a) Companies Limited by Shares: In this case the total amount which shareholders can 
be called upon to pay cannot exceed the face value of the share—once this has been paid, 
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ihcie is no further liability. In olher wtn'ds, tlin liability of the members does not exceed 
the unpaid uinouni, il any, on the shiues hold by them. 

(A; Companies LmiUd bp Guarantee: In this case the liability of the members is limited 
to the amount which .shaveholders undertake to contribute in the event of winding up of 
the company for the puipose of paying creditors. 

(c) Unlimited Companies: In this case the liability of the members is not restricted at 
all. They must contribute sufficient sums in order to pay the creditors the company in full 
It is the Memorandum of Association which declares whether the liability of the 
members will be limited, or limited up to the amount guaranteed, or unlimited. 

From another point of view, companies may be divided into two classes: 
and public. The Companies Act defines a private company as a company which by its 
articles: 

(a) restricts the right of members to transfer shares; 

■ (A) limits the number of its members to fifty (excluding employees who are 
members and ex-employees who were and continue to be members); and 

(c) prohibits any invitation to the public to subsci'ibc for its shares and debentures. 

A private limited company must use ‘Private Limited’ as the last two words of 
its name. A company which is not private, that is to say, which does not observe even one 
of the above three restrictions, is known as a public company. But where 25% or more of 
the paid-up share capital of a private company is held by one or more bodies corporate 
(which docs not mean co-operative societies), the private company will automatically 
become a public company from the dale the capital is so held. 

Formation of Companies 

The person who conceives the idea of a business to be run by a company and takes 
steps to organize it is known as the promoter. He has to find out whether the idea is really 
practicable. If he thinks diat the proposed company will be successful, he \Vill not onl^ 
prepare the necessary documents and interest a sufficiently large number of people in the 
idea but will also take such steps as Avill ensure its smooth running. The following docu¬ 
ments must be prepared and sent to the Registrar of Joint Stock Companies: 

(fl) The Memorandum of Association: This is the most important document of the 
company. It defines as well as confines the powers of the company. It not only shows the 
object of forming the company but also the utmost scope of operation beyond which the 
action of the company cannot go, Its purpose is to enable shareholders, creditors and all 
those who deal with the company to know what its powers are and what the range ofib , 
activities or enterprise is. It is rightly called the charter of the company, 

It contains six clauses: (i) the name of the company with ‘Limited* as the-last t 
word if the liability of the members is limited (“Private Limited" has to be used by privaj^^ 
limited companies) 5 (ii) the State in which the registered office is to be situated; (jif) tHe ^ 
objects of the company; (iv) the amount of authorized share capital and its division j 
shares; (v) a statement ffiat the liability of the members is limited; and (vi) the declaratJoQi;; 
of associa tiop, _ , ‘ 
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The memorandum must be printed, divided into paragraphs numbered conse¬ 
cutively and must be signed by at least seven persons each of whom agrees to take one 
share at least. In the case of a private company two signatures are enough. The signatures 
must be witnessed. 

(A) The Articles of Association: The Articles are the regulations or bye-laws which 
give the internal organization and conduct of the company. They are subordinate to 
and controlled by the Memorandum. The Memorandum lays down the scope or powers of 
the company, and the Articles govern the way in which the objects of the company are 
to be carried out. If special articles are not prepared, Table A, the articles framed as a 
model under the Companies Act, will apply. 

(c) A Statement of nominal capital, and where it exceeds Rs. 25 lakhs, a certificate 
from the Central Government permitting the issue of capital. 

(d) Copy of the agreement, if any, with the managing agent or Secretaries and 
Treasurers. 

(e) A statutory declaration by an advocate or an attorney or a Chartered 
Accountant engaged in the formation of the company, or by a director or any other 
officer of the company that all requirements of the Companies Act and the Rules there¬ 
under in respect of registration have been complied with. 

(f) A list of persons who have consented to be directors of the company. 

(g) If directors are appointed by articles or named in the prospectus, their written 
consent to act as directors and written undertaking to take up and pay for qualification 
shares (if any). 

ffote: If a separate list of direhlors is not filed, the spbscribers to the memorandum 

will be deemed to be the first directors of the company, 

(h) Notice of the address of the Registered Office (this may be given within 28 days 
after registration). 

(i) Particulars regarding directors (these may be filed later). 

JVbfe: (f) and (g) above do not apply to private companies. 

On payment of the necessary fees, the Registrar will issue the "Certificate of 
Incorporation” if he is satisfied the requirements of the Companies Act have been 
' completed with. He will enter the company’s name in the Register. The company comes 
into existence upon tlie issue of the Certificate of Incorporation. 

SHARES 

' A public company can have only two classes bf shares—^preference or equity 
(also called ordinary). Preference shareholders: (i) receive, before the equity shareholdKS, 
dividend at a fixed rate; and (ii) get back the capital contrijouted by them before the 
equity shareholders receive any amoxmt by way of repayment of capital. If any of the 
, two rights is not there, the shares are not preference. But the rights of the preference 

s^reholders-to share in the surplus profits or, assets can still be there. 

Equity share capital is the share capital other than the,'preference share capital. 
This means that if the share capital is not entitled to a fixed dividend in preference to 
^ others-or if there is no prior right for ^e capital to be, repaid, ,the share capital vdll be 

I , , ' I . S ^ , * ' ' f. . \ -‘t“ 


1 . » ‘ 



KI.KMI'.NTS UK lU)OK-KEEPlN'U AND ACCOUNTANCY 




treated as equity share rapital. Ih-efereuce shareholcleis have voting rights only in certain 
circumstances; generally the afTairs ofa company are. managed by equity shareholders only 

Classes of Preference Shares: 

(i) CUMULATIVE PREFERENCE SHARES. The holders of this class of shares 
are entitled to all arrear-s of dividends before dividend is paid on equity shares 
Suppose, a company has 10,000 preference shares of Rs. 10 each carrying 
dividend at the rate of 7%, and say, dividend was not paid for I960 and 1961 
Iti 19G2 profits are good. In that case dividend for the three years—1960 196] 
and 19C2—^viz., Rs. 21,000 will be payable. 

(Li) NUN-CUMULATIVE PREFERENCE SHARES. In this casc, arrears are not payable. 
In the above example, in 1962 only the dividend for 1962 will be paid and 
not that for 1960 or 1961. 

(hi) PARTICIPATING PREFERENCE SHARES are thosc which, in addition to receiving 
dividend at a fixed rate, also have the right to share profits remaining after a 
dividend at a fixed rate has been paid on equity shares. 

(iv) REDEEMABLE PREFERENCE SHARES are thosc which, depending on the terms 
of issue will be repaid on or after a certain date. Certain legal conditions 
must be'obscrved before redemption can be carried out. These conditions are 
discussed later. 

(v) GUARANTEED PREFERENCE SHARES ate thosc wliich Carry the right to a fixed 
dividend irrespective of profits or losses of the company. The company itself 
cannot pay the dividend in case of loss, but the vendors or some outsider may. 
The guarantee can be given only by the vendor or promoter. 

Debentures 

If a loan raised by a company is divided into uniform parts (each part being serially 
numbered) and the loan raised by inviting people to buy these parts, each part will be 
known as a debenture. A debenture "is an acknowledgement under seal* of debt or loan”. 
A debenture-holder differs from a shareholder. The following are the differences: 

(o) A shareholder or member is a part proprietor of the company; a debenture- 
holder is a creditor, 

(i) The debenture-holder is entitled to the promised interest whether the company 
makes a profit or not, but the shareholder cannot receive any dividend unlew 
the company makes a profit. Moreover, the directors may refuse to pay a 
dividend even when profits are there. The directors, however, have no option 
as regards interest on debentures; it must be paid. 

(e) During the lifetime of the company, the amount of debentures can be or 
must be repaid in accordance with the terms of issue, but except in case of 
redeemable preference shares, the share capital cannot be repaid without 
legal formalities, 


*Whcn a seal is affixed under the witness of autlioriaed person, it evidences an act done by the Company, 

' ' . i' r ‘. 

' A •.h V 



JOINT STOCK COMPANIES 


397 


(J) In case of winding up, the amount of debentures must be repaid before any 
amount is paid to preference or equity shareholders. 

\e) There are no restrictions on the terms of issue of the debentures. Shares can 
be issued at a discount only subject to certain conditions contained in the 
Companies Act. 

Different Glasses of Debentures 

(1) REDEEMABLE DEBENTURES arc thosc that will be repaid by the 
company at the end of a specified period or by instalments within 
a certain period. 

(2) Irredeemable debentures are those that are not repayable 
unless the company is wound up. They are not repayable as long 
as the company is alive. 

(3) MORTAGE DEBENTURES are those that are secured. The security may 
be some particular asset (fixed charge) or it may be assets in 
general (floating charge). A regular mortgage deed is entered into 
between the company and the representatives or trustees of the 
debenture-holders. 

(4) SIMPLE OR NAKED DEBENTURES are thosc that have no security. 

(5) REGISTERED DEBENTURES ate those in respect of which the names, 
addresses and particulars of debenture-holders are entered in a 
register kept by the company. The transfer of debentures in this 
case requires the execution of a regular transfer deed. 

(6) BEARER DEBENTURES are transferable by mere delivery. The 
company keeps no record of the debenture-holders. Payment of 
interest is made usually on the production of coupons attached to 
the debentures. 

(7) FIRST DEBENTURES. The debentures which have to be repaid and 
on which interest has to be paid in preference to other debentures 
arc known as First Debentures. 

(8) SECOND DEBENTURES. The debentures which will be paid and 
on which interest will be paid after the First Debentures have been 
dealt with are known as Second Debentures. 

Managemant 

The internal management of companies is carried on according to the Articles of 
Association. The articles define the relationship between members, and between members 
and the company. Members arc bound to each other by the Articles, but outsiders have 
no claim against the company or the members merely on the basis of the Articles. 

Persons contracting with the Company are presumed to know the contents of the 
Memorandum and the Articles. A contract entered into by the company contrary to the 
terms of the memorandum or the articles does not bind the company. However, outsiders 
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may assume that Uie provisions of the articles have bceu observed. This is known as the 
doctrine of “indoor management” or the rule in Royal British Bank V. Turquand. For 
instance, outsiders need not enquire into the validity of the election of directors, 

Subject to the provisions of the law and the memorandum, the articles define the 
powers of the shareholders, directors, managing director, managing agents, etc. If the 
directors exceed theii- powers as laid down in the ai'ticle.s, the shareholders can ratify the act 
But there is no ratification if there Ls a breach of the terms of the Mcanorandnm 
or of law. 


Position of Shareholdiers 

The shareholders are the proprietors of the company and they arc entitled to 
direct the affairs of the company. But they can do so only through directors elected by 
them. It is the directors who manage the company from day to day. Shareholders have some 
important powers. Annually, in a general meeting, the shareholders elect directors in 
place of tltose who are due to retire and appoint auditors, consider the annual accounts 
and the balance sheet and the directors’ report and adopt them if the shareholders ttiinif 
fit. Also, they declare a dividend (not more than that recommended by the Board of 
Directors). In the case of a public company and its subsidiary the consent of the company 
in general meeting is necessary lor excessive borrowing, sale of undertaking, etc. 


Position of Directors 

As is stated earlier, the affairs of a company are managed by directors elected by 
the shareholders. The minimum number of directors is two for a private company and , 
three for a public company. The directors circ elected by the shareholders in the annual 
general meeting. The managing agent is authorized to nominate not more than two 
directors if the total number of directors is more than five and not more than one if the 
total number of directors is five or less. Only individuals can be appointed directors. 
Directors must have in their own name shares equal to the number specified by the arti¬ 
cles as qualification riiares. A period of two months is allowed for a director to acquire 
qualification shares. In case of a public company or its subsidiary, one-third of the directors 
can he permanent. Of the remaining number, one-third must retire every .year by rotahou. 

The directors are the trustees of the company’s property and it is their duty to 
apply the property for company’s benefit only. Any director using it for his personal 
benefit is guilty of a breach of trust. The directors are also in the position of an agent. 
They act within the limits act by the articles, although any act in contravention of foe 
artilces may be ratified if it is within the powers of the company itself. The directors are 
not responsible for any loss suffered by the company if they exercise reasonable care and 
skill in the exercise of their powers and discharge of their duties. But if the directors'are 
guilty of gross negligence or of a breach of trust, they must compensate the company for:( 
any loss suffered , by it. Any provision in the articles absolving the directors from su^ 
liability is invalid. ' -i-A' 

The directors have the duty of general supervision of the affairs of the ’ 

even if there are managing agents or secretaries and treasurers. The directors mustaet^ 
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at a Board meeting. Individual directors have no powers unless specific powers are delegated 
at a properly held meeting of the Board of Directors. The Board may also appoint sub¬ 
committees of its members to deal with specific matters. A meeting of the Board of Directors 
must be held in every three calendar months. The Central Government has the power to 
exempt any class of companies from this provision. The quorum at a Board meetmg is 
two directors or one-third of the total number, whichever is higher. The retiring directors 
can be re-elected. The total number of directors can be varied within the limits 
set by the Articles or the Memorandum, but any increase beyond such limi ts requires 
the consent of the Central Government if the company is public or subsidiary of a 
public company. A person who has attained the age of 65 years cannot be appointed a 
director of a public company or its subsidiary unless his appointment is approved by a 
resolution passed after special notice. A person cannot hold office as a director in more than 
20 public companies or their subsidiaries at the same time. 

A company may, by ordinary resolution after special notice, remove a director 
other than a director appointed by the Central Government or a director of a private 
company holding office for life on April 1, 1952, or a director appointed in case of 
proportional representation. A director may resign his office but cannot withdraw 
his resignation even if the company has not accepted it. 


Restrictions on Managerial Personnel 

Section 197A introduced by the Amendment Act of 1960 now allows a company 
to have only one of the following: 

(a) managing director; 

{b) managing agent; , , 

(f) secretaries and treasurers; and 
(d) manager. 


Books and Accounts 


Statutory Books 

In addition to books required for the company’s accounts, the Companies Act 
requires some other books also to be maintained. The object is to safegua,rd the interests 
of the shareholders and the public. Such books are known as Statutory Books. The following 
is the list of these hooks to be maintained by a Company; 

1, Register of investments not held in company’s name (open to members and 
debenture-holders). 

*2. Register of charges. 

*3. Register of members. • , . ■ , 

*4. . Index of meihbors where the number' is more than fiftyj unless the register of 
members itself affords an index, 

*5, Register of debenture-holders. ' ' 

*^6. Index of debenture-holders where the number is more than fifty, un],es8 the register • 


of debenture-holders itself affords an index. 


I't 'tRA. 
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*7. Foreign register (and a duplicate) of members and debenture-holders, if any 

8, Minute Hooks (Minute Books containing minutes of proceedings of general 
meetings open to members). 

9, Register of contracts, companies and firms in which directors are interested 
directly or indirectly (open to members). 

*10. Register of directors, managing director, managing agent, secretaries and 
treasurers, manager and secretary, 

11. Register of directors’ shareholding (open to members and debenture-holders 
during 14 days before and 3 days after the tmmial general meeting and to the 
Registrar and the Central Government). 

12. Register of particulars of appointment of a managing agent or his associate as 
selling agent in respect of goods produced by the company. 

13. Register of particulars of appointment of a managing agent or his associate for 
procuring business from outside India. 

14. Register of particulars of appointment of a managing agent or his associate as 
buying agent of the company. 

15. Register of contracts with the company by its managing agents or associate as 
buying or selling agent of other concerns. 

16. Register of contracts between a company and its managing agent or his associate 
for the sale, purchase or supply of any property. 

17. Register of loans made, guarantees given or securities provided to companies 
under the same management. 

18. ' Register of investments in shares and debentures of companies in the same group. 

Nos. 12 to 18 are open for inspection to members. Those marked with an asterisk 
are to be open also to the public. 

Books of Account 

Under Section 209 a company is required to maintain such books as will give a 
true and fair view in respect of: 

(а) all sums of money received and expended by the company and the matters 
in respect of which the receipt and expenditure take place; 

(б) all sales and purchases of goods by the company; and 
(c) all assets and liabilities of the company. 

What the law requires is a complete set of books maintained on the double entry 
system of accounts. If the company has a branch, proper books of account may be main- 
tamed there. In that case quarterly statament summarising the position at the branch 
should sent to the head office. 

&oks must be preserved for a minimum period of dight years. 

These books are open to inspection by the directors, the Registrar and officers 
authorized by the Central Government. The hooks should be kept at the registered offiefe 
but the Board of Directors may decide to keep all or any of the books of account at a 
place other than the registered office (but in India); within seveii days of the decision, 
the Registrar must be notified of the full address of the place where the books are kept; 
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Issne of Shares 

Tke Process 

A company collects capital by inviting the public to buy its shares. The invitation 
is made through a document called the Prospectus. A prospectus must not conceal any 
material fact nor misrepresent the actual state of affairs. From the accounts point of view 
the following should be noted: 

1. Every prospectus mentions the number of shares issued: This means the 
number of shares offered to the public. Even if the public wants to buy a 
larger number of shares, the company will not be able to give to the public a 
number of shares larger than that named in the prospectus as issued. Suppose 
a company issues 20,000 shares of Rs. 100 each. Applications from the public 
are for 25,000 shares. The company must reject applications for 5,000 shares 
or scale down other applications so that the total number of shares actually 
given to the public is not more than 20,000. 

2. Every prospectus also mentions the minimum subscription. The minimum 
subscription means that number of shares which in the opinion of the directors 
must be subscribed for payment in cash in order to enable the company to 
function smoothly. The directors have to estimate the amount required; 
they must estimate for the following separately: 

(i) The purchase price of any property purchased or to be purchased which 
is to be met out of the proceeds of the issue of shares; 

(ii) any preliminary expenses payable by the company and any commission 
payable in coimection with the issue of shares; 

(iii) the repayment of any money borrowed by the company in respect 
of the above matters; 

(iv) working capital; and 

(v) einy other expenditure. 

The importance of the minimum subscription is to ensure that the minimum funds 
required by the company will be available. If the company is not able to get this minimum 
amount of capital, there is no point in its functioning. The law lays down that if appli¬ 
cations from the public are not equal to the minimum subscription within 120 days of 
the issue of the prospectus, no share can be allotted and the deposits made by the public 
along with their applications must be returned within the next ten days. On the expiry 
of the tenth day. the directors will become perranally liable to pay the amount and interest 
at 6% per annum. If there are any expenses, these must be borne by the promoters of the 
company or by the directors. The intending shareholders or applicants are not responsible. 

3. It is up to the directors to ask for the whole of the amount due on shares or 
any part of it along with the applications. The amount thus called for is known 
as application money. This must not be less than 5% of the face value of the 
shares. The directors will ask those who arc allotted shares to make another 
payment known as allotment money when intimation about, the allotment 
of shares is sent. The remaining amount on shares can be spli.t up into further 
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instalments; each instalment will be known as a call. Calls are made by the 
directors, that is to say, the Board of Directors decides as to when the share¬ 
holders should be asked to pay the remaining sum due on the shares- But 
an interval of one month at least must elapse between two calls. 

4. The directors must continue to receive applications for a period of at least 
four days. After that they r^n stop receiving applications any time they lilte 
i.e., they can close the lists at will on the fifth day or later. 

5. All application money must be kept intact in a scheduled bank. The company 
cannot use these funds unles.s it has obtained from the Registrar a certificate 
of commencement of business. 


Allotment 

All applications are placed before the Board of Directors and it is up to the Board 
of Directors to decide, without giving any reason, to accept any application or to reject 
it or to accept an application for a lesser number of shares than that applied for. This 
process is known as allotment and it means that the applicant of shares will be informed 
that he has been given so many shares. The following is a specimen of the letter of allotment 

Suss OoMPAHv Ltd. 

(INCORPORATED UNDER THE COMPANIES ACT, 1956) 

LETTER OF ALLOTMENT 

20-D, Connaught QircUs, 
New Delhi, 

December 10, 1964. 

No. 112 

Shrl R. N. Dutt, 

Q-212, Friends Colony, 

New Delhi. 


Dear Sir, 

In respect of your application dated 5th December, 1964, for 250 equity shares, I have to 
inform you that the Board of Directors have allotted you 200 equity shares of Rs. ID each in the 
Sure Company Ltd. ^ 

The Amount payable by you on application (Rs. 2) and allotment (Rs, 3), via., Rs. 5 . 

per share on 200 equity shares .. ' 

You have already paid on 250 equity shares @ Rs. 2 per share. 500.00 


Leaving the amount due from you on allotment 


This amount is now due from you and should be paid on or before the 5th January, 1965, to ■■ 
the company's bankers, the New Bank of India Ltd., Janpath, New Delhi, by a crossed cheque. 
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*Banker'8 Reoeipt fos Allotubnt Mohev 
Sure Gohpany Ltd. 

Reeeived this fifth day of January, 1965, tlic sum of Rs. Five hundred only due in respect of 
allotment letter No. 112. 


Rs. 500.00 


Stamp 


N.B. The Share Certificate will be delivered only against production of this Banker's receipt. 


Signature 


To be detached and retained by bankers 
Sure Company Ltd. 

No. 112. Name R. N. Dutt. Amount received Rs. 500.00 
Date Received Sth January, 1965. 


Sigmttures 

The letter of allotment asks the person concerned to pay a jfurther sum known 
as the allotment money. On payment of this money the person will become a member 
or shareholder and only then will his name be entered on the Register of Members. A 
ruling of the Register of Members is given on the neact page. 

Aaomting Enlrits 

It would now be clear to the student that in the matter of issue of shares the first 
thing that happens is receipt of applications along with application money. Further, 
the number of applications to be received is not at all known in the beginning. Therefore, 
as and when applications are received, the following entry will be passed: 

Bank Account 
To Share Applicate Aje, 

A register is maintained, called the share Applications Book, whwe full particulars 
of applications received arc entered. This is to ensure that no application is ignored. 
This book can, also be made to record amounts due on altotment. Therefore, it is better 
named as Applications and Allotment Book. 

Suppose all the applications received are to be acc^ted and the shares allotted. 
It would mean that the application money would be conv^ed into share capital. There¬ 
fore, the entry would be; 

Share ApplicaHons Account 
To Share Capital Account 

i ' '' 






Date of beconung a member 
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Further, on allotment a sum is due from members as allotment money. If the 
number of shareholders were small, one could debit the amount due from each person 
to his account and credit the Share Capital Account. But usually the number of share¬ 
holders is very large. Therefore, the entry passed is: 

Share Allotment Account 

To Share Capital Accomt 

The Share Allotment Account is the collective account for all shareholders. 
It represents the amount due from them in respect of allotment. The various 
shareholders will pay the amount due and as and when the amount is received, 
the entry will be: i 

BaiJc Account Dr, 

To Share Allotment Account 

It is quite possible that Some shareholders may not pay the money on allotment. 
In that case the Share Allotment Account will continue to show a debit balance equal to 
the amount due. 

Sometime later, the directors may decide to make calls. When the first call 
is made, an entry is made to denote the amount due from the shareholders. 
The enU-y is: 

Share First Call Account Dr, 

To Share Capital Account 

It indicates the total amount due from sliareholders in respect of that particular 
call. A call book is maintained to give particulars of amount due from each 
shareholder in respect of amount due. On receipt of the call money, the entry 
will be; 

Bank Account Dr. 

To Share First Call Account 

It is again possible that some shareholders will fail to pay the call and, therefore 
to that extent the Call Account will show a debit balance. 

We have discussed above a very simple case. Complications will be discussed 

later. 


niaatration 83 

Fruit Industries Ltd., oflfers to the pubUc 40,000 shares of Rs. 10 each, payable 
as follows; 


On application .. .. .. Rs. 2 

On allotment ,, .^ ., Rs. 3 

On First Call .. .. .. .. ., .. ..., Rs. 2.50 

On Second & Final pall .. . ‘Rs.^.SO 


The applications totalled 30,000 shares; all applications wwe accepted. The 
directors made only the firs,t;call. All moneys due have becn rwiyed,,Give,-journal 
entries, ledger accounts and balance sheefi- v'-' 
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Solution 


Journal Dr. Or. 


Bank Account 

To Share Applications A/c 

Amount received along with 
applications for 30,000 shares. 

Dr. 


Rs. 

60,000 

ka. 

60,000 

Share Applications A/c 

To Share Capital Account 

Anplicatioti money transferred to 

Share Capital Account on 
allotment. 

Dr. 


60,000 

60,000 

Share Allotment A/c 

To Share Capital A/c 

Amount due @ Rs. 3 per share on 

30,000 shares allotted. 

Dr. 


90,000 

90,000 

Bank Account 

To Share Allotment A/c 

Amount due on allotment 
collected. 

Dr. 


90,000 

90,000 

Share First Gall A/c 

To Share Capital A/c 

Amount due on First Gall 
@ Rs. 2-50 per share. 

Dr. 


75,000 

75,000 

Bank Account 

To Share First Call A/c 

Amount due on First Gall 
received. 

Dr. 


75,000 

75,000 


Ledger 

Dr. Share Applications Acconnts Cr. 




Rs. 



Rs. 

To Share Capital 




By Bank A/c 

60,000 

A/o—Transfer 


60,000 





Share Allotment Account 


To Share Capital 




By Bank A/c 

90,000 

A/o—amount due 


90,000 





Dr. Share First Gall Accbnxit Cr. 
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Share Capital Account 


To Balance c/d 


2,25,000 

> 

% 

By Share Applica¬ 
tion A/c 

By Share Allot¬ 
ment A/c 

By Share First 

CaUA/c 


60,000 

90,000 

75,000 




A** 



2,26,000 




m 

By Balance b/d 


2,25,000 


Bank Account 


To Share Applica¬ 
tions A/c 

To Share Allot¬ 
ment A/c 

To Share First 

Call A/c 


B 


By Balance c/d 


2,25,000 



2,25,000 




2,25,000 

To Balance b/d 








Balance Sheet 



Share Capital 

B 

2,25,000 

B 

Bank Account 

fl 

2,25,000 

In the balance sheet, however, the following details are necessary in 

respect of 


the share capital: 


Share Capital: 

Issued, 40,000 shares of Rs. 10 each . 4,00,000 

Subscribed and paid up 30,000 shares of Rs. 10 each 
Rs. 7.50 paid up. . 2,25,000 


niuBtratioii 84 

Continuing the above illustration, suppose shareholders holding 1,000 shares do 
not pay the first call. Show the amended entries and balance sheet. 

Solntioti 

Entries in respect of application and allotment will not change. The entries as 
regards First Call will be; 


1 

1 

Share First Call A/c. . 

To Share Capital A/c. 

Amount due on 30,000 shtues for first call @ Rs. 2.50 
per share. 

“BJT 

1 

■ 

75,000 




1 

mu 

72.500 
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ELEMENTS OF BOOK-KLEPINO AND ACCOUNTANCY 


Only tlie, following ledger accounts will stand changed: 
Dr. Share First Call Account 


j To Share Capital 

! '1 II 

1 Uy Bank A/c. 


72,500 

1 A/c.-a«fiount rhm 

i 

1 

' 11 75,000'.! 

: 'I 

1 ,i 75,000| 

1 1 ” ’’aiioo'ii 

1 By Balance c/d. 

1 


2’,500 
75,000 

1 To Balance b/d. 

1 




Bonk Account 


To Share Anplicatinns 

A/e. 

To Share Allotment A/c. 
To Share First Call 

A/c. 


60,000 

90,000 

72,300 

[ 

By Balance c/d. .. 


1,22,500 



2,22,500 

1 

i 



2,22,500 

To Balance b/d. 


2,22,50011 





In the balance sheet the amount still due on first call may be shown on the asset, 
side, but the practice is to deduct it from share capital, thus: 

Balance Sheet 

Share Capital: Bank Account. 2,22,500 

Issued 40,000 shares of Rs. 10 
each. 4,00,000 


Subscribed & paid up 30,000 
slrarcs of Rs. 10 each, Rs. 7.50 

called. 2,25,000 

Le.ss calls in anear .. ,, 2,500 


Rs. .. 2,22,500 Rs. .. 2,22,500 

Preference and Equity Shahes 

If a company issues both classes of shares, there should be separate accounts for 
each class of share in respect of applications, allotment, first call etc., and share capital. 


Illustratioti 85 


Ambitious Ltd., issued 10,000 equity shares of Rs. 

100 each and 5,000 preference 

shares of Rs. 100 each payable as under; 



. 

Equity 

Preferen/ct , 


Shares ,' 

Shares , 


. Rs. 

' 

On Application .. .. 

30 

' 25, 

On Allotment (on 1/7/64) 

20 


On First Call (on 1/10/64).. 

25 


Pn Second & Final (on 1/3/65) 

25 
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The public applied foi 8,000 Equity shares and 5,000 Preference shares^ These 
shares were allotted. The directors made all the calls. Shareholders holding 200 Equity 
shares failed to pay the two calls. Give journal entries and balance sheet. 


Ambitious Ltd. 

Joiurnal Dr. Or. 


1964 

July 


Bank Account .. 

To Equity Share Applications A/c. 

To Preference Share Applications A/c, 
Application money on 8,000 equity shares 
^ Rs. 30 each and on 5,000 preference shares 
@ Rs. 25 each. ‘ 

Dr. 


Rs. 

3,65,000 


1 

Equity Share Applications A/c. 

To Equity Share Capital A/c. 

Application money on 8,000 equity shares 
transferred to Equity Shares Capital A/c. on 
allotment. 

Dr. 




July 

1 

1 

Equity Shares Allotment A/c.. 

To Equity Share Capital A/c. .. . 

Amount due @ Rs. 20 per share on 8,000 equity 
shares. 

Dr, 





1 

Preference Share Applications A/e. 

Preference Share Allotment A/c. 

To Preference Share Capital A/c. 

Application money on 5,000 preference shares 
and amount due on allotment on these shares 
credited to Preference Share Capital Account. 

Dr. 

Dr. 


1,25,000 

2,50,000 

8,75,000 


1 

Bank Account . 

To Equity Share Allotment A/c. 

To Preference Share Allotment A/c. 

Amounts due on allotment received. 

Dr. 




Oct. 

1 

Equity Share First Call A/c. 

To Equity Capital A/o. . 

i Amount due on 8,000 equity shares. , 

Dr. 





1 

Prof. Share First & Fiqal Call A/c. 

To Pref. Share Cimital A/c. .. .. 

Amount due on 5,000 pr.6ference shares. 

Dr. 



1,25,000 

1965 

March 

1 

Bank Account 

To Equity Share Fiisi Call A.fe. 

To Pref. Share First and J''inal Call AJc. 
Amount received on calls Rs. 23 on 3,000 Pref. 
shares; Rs. 25 on 7,800 equity shares. 

Dr. 

1 

1 

1 

1 


■BHtlTiTii 

1 

Equity Share Second and Final Gall Account .. 

To Equity Share Capital A,'c. 

Amount due on second call on 8,000 shares 
® Rs. 25 each. 

Dr. j 

1 

i 



1 

Bank Account 

To Equity Share Second & Final Call A/c. . 
Am »unt reed, on 7,800 equity shares on account 
d‘second call. 

Dr. ! 

i 

il 1 
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ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


The student should prepare the various ledger accounts. 


Balance Sheet 


Share Capital: 

inued: 10,000 equity shares of Rs, 100 each.. 
5,000 preference shares of Rs. 100 each 

Rs. 

10,00,000 

5,00,000 

Bank 

Rs. 

12,90,000 

Subscribed & paid up: 

8,000 equity shares of Rs, 100 each fully 

called . 

Less calls In arrear .. .. 

8,00,000 

10,000 



5,000 preference sliares of Rs, 100 each fully 
paid . 

7,90,000 

5,00,000 




12,90,000 


12,90,000 






Calls in Arrear Account 

Sometimes the amounts remaining due on various calb are transferred, after a i 
suitable interval, to the Galls iu Arrear Account. In the illustration given above, Rs, 5,000 - 
is due on each of the two calls in respect of equity shares. For transfer to the Galls in Arrear ' 
Account, the entry is: 

Galls in Arrear Account 

To Equity Share First Galls A/c. .. .. .. Dr. 10,000 5,000 

To Equity Share Second and Final Gall A/c... .. 5,000 

The two call accounts will then stand closed. 

Applications exceeding the number issued 

As has been pointed out already, a company cannot allot shares exceeding the 
number offered to the public (as named in the Prospectus). If the total applications exceed 
the shares issued, the directors will probably: 

(a) accept some applications in full; 

{b) reject some applications totally; and 
(tf) accept other applications partially. 

Usually the application form, signed by the applicant, allows the directors to do 
as they please in this regard. It is clear that the application money on rejected applications 
will have to be refunded. The entry, of course, is; 

Share Applications Account .. .. ., ., Dr. 

To Bank Account .. .. . 

As regards applications accepted partially, there will be surplus applicatiqn money 
which is usually adjusted against the money due on allotment. Suppose A applies for 1,000 
shares paying 3 on application or Rs. 3,000 in all. He is allotted only 600 shares, Rs. 5 
being payable on allotment. A’s application money is Rs. 1,200 surplus I'Kicause out of 1,000 
diares applied for 400 shares were not allotted. He will deduct thii amount from the 

'■ ■ ) IV 
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allotment money (Rs. 3,000 in all i.e. 600 x Rs. 5) and pay only Rs. 1,800. For adjusting 
the amount, the company will pass the following entry: 

Share Applications Ale. .Dr, 1^200 

To Share Allotment Aje . 1^200 

ffote; To the share capital account only the application money on shares allotted will be 
transferred. 

Other entries regarding issue of shares remain unchanged. 

UlustratioA 86 

Goolair Ltd., issued 10,000 shares of Rs. 100 each payable as to Rs. 20 on applica¬ 
tion, Rs. 25 on allotment, Rs. 30 on first call and Rs. 25 on second and final call. 

The public applied for 16,000 shares. The allotment was made as under: 

To applicants for 8,000 shares—full; 

To applicants for 4,000 shares—50%; and 
To applicants for 4,000 shares—^nil. 

Only the first call was made and all moneys were received with tlie exception of 
the call money on 150 shares. Journalize the transactions and give ledger accounts and 
the balance sheet. 

Solntiou 


CooLAiK Ltd. 


Jonnial 


Dr. Cr. 


Bank Account Dr, 

To Share Applications A/c 
Application money in 16,000 shares. 


Share Applications A/c Dr. 

To Share Capital A/c 

Application money on 10,000 shares allotted, 
transfer to share Capital Account 


Share Allotment A/c Dr. 

ToShareCapitalA/c 

Amount due @ Rs. 25 per share on 10,000 
shares. 


Share Applications A/c Dr. 

To Share Allotment A/c 
Surplus application money on partially accepted 
applications (2,000 allottra out of4,000 applied 
for) transferred to Share Allotment Account. 


wShare Applications A/c Dr. 

■ To Bank Account _ , . 

Application money on rejected applications 
refunded. 


Bank Account D*'* 

To Share Allotment A/c , « n cn nnn 

Amount due on allotment received Rs. 2,50,000 
less Rs. 40,000 (adjusted) . 


Rs. 

3,20,000 

- 

. 3,20,6oO 

2,00,000 

>12,00,000 

2,50,000 

2,50,000 

40,000 

40,000 

80,000 

80,000 

2,10,000 

.2,10,000 
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EI-EMENTS OF BOOK-KEEPING AND Af;COUNTANCY 




Share Hast Call Account Dr. 

To Share Capital A/c 

Amount due on 10,000 shaies un account of lirNi 
call @ Rb. 30 per share. 


j 3,00,000 

3,00,000 



Bank Account Dr. 

To Share first Call A/c 

Amount due on first call collected except on 100 
shares. 


2,95,500 

2,95,500 

Dr. 

Ledger 

Share Applkations Account 


Gr. 


To Share Capital A/c 
To Share Allotment A/c ,. 
To Bank Account.. ,. 


2,00,000 

40,000 

80,000 


3,20,000 


By Bank A/c 


3,20,000 


3,20,000 


Share AUolmnl Account 



To share Capital A/c 


2,50,000 


By Share Applications 

Me . 

By Bank Account 

40,000 

2,10,000 




2,50,000 



2,50,000 


Share First Call Account 



To Share Capital A/c 


3,00,000 


By Bank A/c .. ., 

By Balance b/d 

2,9s,ira 

4,500 




3,00,000 



3,00,000 


To Balance b/d ., 


4,500 




Bank Account 


To Share Applications A/c 

To Share Allotment A/c ,. 
To Share First Gall A/c .. 


3,20,000 

2,10,000 

2,95,500 


By Share Applications 

A/c. 

By Balance e/d 

80,000 

7,45,500 


To Balance b/d .. 


8,25,500 



8,25,500 



7,45,500 




Dr; 


Share Capital Account 

Cr. 


To Balance c/d 


ig;— 

7,50,000 


By Share ApplicatiDn A/c.. 
By Share Allotment A/c,. 
By Share First Gall A/c .. 

Rs. 

2,00,000 

2,50,000 

3,00,000 




7,50,000 



7,50,000 






By Balance b/d .. 

, 7.50,000. 
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Share Capital 
Issued and Subscribed: 

10,000 shares of Rs. 100 each, Rs. 75 

called . 

Less calls in arrears 



Rs. 

7,45,500 


7,45,500 


Entries under the Practical System 

As is likely, the company may have a cash book. In tliat case, entries for receipt 
of moneys will be made in the Cash Book directly. There will be no journal entries for 
path receipts; journal entries will be required only for other matters. If the above given 
illustration has to be worked under the practical system the Bank Account will be the 
na«h Book and journal entries for cash will be omitted. 

Ledger accounts are, of course, posted on the basis of both the Gash Book and the 
Journal. 


Application and Allotment Account ^ 

Many companies open one account to record entries for application and allotment 
moneys instead of separate entries. This will do away with certain entries. One entry will 
do foi transfer of application money to the Share Capital Account and for record of 
amount due on allotment. For surplus application money (in respect of applications 
only partially accepted) no entry will be necessary. 

We now work out the above illustration tmder the practical system opening the 
Application and Allotment Account. 
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KLEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


Ledger 

Dr. Shan Applications and Allotment Account 


To Share Capital Ale .. 


Rs, 

4,50,000 


By Cash .. ., 

ks. 

3,20,000 

To Cash. 


80,000 


By Cash .. ,. 

2,10,000 



5,30,000 



5,30,(H)0 








The Share First Gall Account, Share Capital Account and the Balance Sheet will 
be as already shown. 

Forfeiture of Shares 

Usually, the directors arc given powers by the Articles of Association to forfeit 
the amount already paid on shares on which the shareholders refuse to pay the calls TnafjB 
Without such powers, forfeiture is not possible. The directors must give a clean 14 days’ 
notice to the shareholder calling upon Itim to pay the arrears together with interest. 
If the shareholder fails to pay, the directors must pass a resolution forfeiting the shares, 
If the shareholder pays before the resolution is passed, there will be no forfeiture. If a 
shareholder finds that he cannot pay further calls, he may surrender the shares. The 
effect is exactly like forfeiture. 

Forfeitxire means cancellation of the sliares, and to that extent, the share capital 
stands reduced. Therefore the Share Capital Account should be debited at Ihe rate at 
which it was credited. After forfeiture, die calls in arrear are not receivable; hence, the 
debit balance in the Galls in Arrear Account (or in the various call accounts if the Galls 
in Arrear Account is not opened) should be removed by crediting the account (or accounts) 
with the amount due. The amount already received on the shares is forfeited and hence 
is a “profit”. It should be credited to the Shares Forfeited Account. The entry, therefore, 
on forfeiture of shares is: 

Debit Share Capital Account with the called up amount on the forfeited 

shares. 

Credit various call accounts or Galls in 

Arrear Account with the amount impaid. 

Credit Shares Forfeited A/c with the amount already received. 

In Illustration No. 86, the first call on 150 shares has not been received. Suppose 
these shares have to be forfeited. Since the Share Capital Account has been credited at 
the rate of Rs. 75 per share, the Share Capital Account should be debited by Rs. 11,250 
i.e., 150 X Rs. 75. The journal entry is; 

Share Capital Account .Dr. 11,250' 

To Share First Call Ajc . .. 4,500 

To Shares Forfeited Aijc . 6,750 ' 






The Balance Sheet will now appear as foUows:— 


Balance Sheet 



An eUtemative method for passing the entries on forfeiture is to first transfer the 
whole of the amount called up on forfeitedL shares to the Shares Forfeited Account (by 
debiting Share Capital Account) and then tO' transfer the debit balance(s) of calls in 
arrears to the Shares Forfeited Account. The two entries in case of illustration given 
above will be; 

(i) Shares Capital Account Dr. 

To Shares Forfeited Account 
Rs. 75 per share on 150 forfeited shares 
transferred to Shares Forfeited Account 
I (ii) Shares Forfeited A/c Dr. 

To Slure First Gall, A/c / 


11,250 

11,250 


4,500 

4,500 
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ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


'i'ransfer of tlic ddiit balance on Share Kiist Gall A/c 
to Shares Forfeited Acconnt. 

The net effect of these two entries Ls the same n>i i>ivcn above. 

Reissue of Forfeited Shares 

Forfeited 3hare.s may be reissued. What is more they may be reissued at a discount 
that isj at less than their paid up value. But the diseount (or los.s) on such shares cannot 
exceed the amount already received. In the above illustration, the amount already 
received is Rs, 45 per share. The company can reissue the shares at a loss of Rs. 45 per 
share or less. The Share Capital Account mtist be credited with the paid up value of the 
shares, the loss being debited to the Shares Forfeited Account. Of course, the actual 
amount received will be debited to the Bank Account or the Gash Book. To continue the 
illustration given above, suppose the 150 forfeited share,s are reissued as Rs. 75 paid, at 
Rs. GOpershare, The Cash Book will be debited by Rs. 9,000 i.e., 60x 150. The Share Capital 
must be credited by Rs. 11,250 i.e., 75 x 150. The loss of Rs. 15 per shai’c, viz., Rs. 2,250 
will be debited to the Shares Forfeited Account, The journal entry in this case will be: 
Bank Account . Dr, 9,000 

Shares Forfeited A/c Dr. 2,250 

To Share Capital A/c 11,250 

Since, however, the Cash Book is in use (in the illustration under consideration) 
Rs. 9,000 will be entered in the Cash Book and credited to the Share Capital Account 
from there; journal entjy will be passed only for the loss. That will be: 

Shares Forfeited Account Dr. 2,250 

To Share Capital Account , 2,250 

Profit rsmaining after the reissue of forfeited shares must be transferred to CapiuU Reserve 
Account. . 

In the above case, tire Shares Forfeited Account still shows a credit balance of 
Rs. 4,500; this is profit left after reissue. It has to be transfciTed to Capital Reserve. 
The entry is; 

Shares Forfeited Account Dr, ■ 4,500 

To Capital Reserve Account 4,500 

Note: If some of the shares are not yet reissued, the forfeited amount on such shares must 
remain in the Shares Forfeited Account; only the profit on forfeited shares 
reissued has to be transferred to the Capital Reserve. 

The ledger accounts will now change again as a result of the reissue. They will 
now appear as follows; 


Dr. 

Caalt. Boole 

1 

Or. 


To Balance b/d 

To Share 

Capital A/c 


■ ■ ■ 

7,45.300 

9,00D 


By Balance c/d ,. 


Ks. 

7,54,500 


- 


7,54,500 




7,54,500 


To Balance b/d 


7,54,5001 
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Share Capital Accoont 


—--^ ^ ; 

To Balance c/d I ' 

1 1 

! 1 

i 

Ks. 

7,50,000 


By Balance b/d 

By Cash ., .. 

By Shares Forfeited- 
A/c 


&s. 

7,38,750 

9,000 

2,250 

1 

i 

7,50,000 




7,50,500 

i 



By Balance b/d 


7,50,000 


Forfeited Account 

To Share Capital 

A/c 

To Capital- 
Reserve 




By Balance b/d 


fts. ' 
6,750 



6,750 




6,750 


Capital Reserve Acconitt 



By Shares Forfeited- 
A/c 


TGT 

4,500 


The Balance Sheet will now be as under: 


Balance Sheet 


Share Capital: I 


Bank 


10,000 shares of Rs. 100 
each, Rs. 75 paid .. .. 

Capital Reserve .. .. 

q 

■ 

' 


7,54,500 


7,54,500 


Issue of Shares at a Freminm 

Companies likely to be very successful and enjoying a very good reputation may 
ask intending shareholders to pay, on each share, a sum higher than the face (or par) 
value, The excess thus received is called Share Premium and has to be credited to an 
account called the Share Premium Account. If a Rs. 100 share is issued @ Rs. 120 pri' 
share, Rs. 100 will be credited to the Share Capital Account and Rs. 20 lo the Share 
Premium Account. According to Section 78 of tJie Companies Act, the Share Premium 
Account can be used only for 

(fl) issuing fully paid bonus shares* to the members; 

(b) writing off preliminary expenses (expenses incurred to float the company); ' 

(c) , writing off the expenses of and the comnuission paid or discount allowed on 

shares or debentures; . . ' , , ’ 

(d) providing fbr premium to be paid on the redempition of rcdeeniable jprefercnce • 

shares. 


shares are shares issued without payment. 

to ' . . ■ . . .' 
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ELEMENTS OF BOOK-KEEPING AND ACCOUNTANCY 


Sanction of the Court will be necessary if the Share Premium Account is to be 
\ised for any other purpose. 

The premium may be collected either with application or on allotment or along 
with other calls. In case it is payable along with application, at the time of allotment and 
when application money is transferred, the premium should be credited to the Share 
Premium Account and the balance to the Share Capital Account. Suppose 10,000 shares 
of Rs, 10 each are issued at Rs. 12 payable as to Rs. 5 including premium on application 
and the balance on allotment. Applications total 15,000 shares. Allotment is made: 

100% to applicants for 7,000 shares, and 
60% to applicants for 5,000 shares, and 
nil to applicants for 3,000 .shares. 

The journal entries will be: 


Joiimal 


Bank Account 

To Shares Applications A/c 
^plication money on 

15,000 shares. 

Dr. 


-157“ 

75,000 

-ET- 

75,000 

Share Applications A/c 

To Share Capital A/c 

To Share Premium A/c 

Application money on 10,000 
ihares (allotted) split into 
capital and premium and 
traosTeired accordingly. 

Dr. 


50,000 


Share Applications A/c 

To Bank Account 

To Share Allotment A/c 

Application money on 3,000 diares 
teiunded and that on 2,000 ihares 
(surplui ajppUed for) adjusted 
against allotment. 

Dr. 


25,000 


Share Allotment A/c 

To Share Capital A/c 

Amount due @ Ri. 7 per ahare 
on 10,000 shares. 

Dr. 


70,000 

70,000 

Bank Account 

To Share Allotment A/c 

Amount due collected i.6., 

Rs. 70,000 less Rs. 10,000 
already adjusted. 

Dr 


60,000 

60,000 


If share premium is to be collected on allotment or oUicr calls, one may adopt 
two courses: 

Either; The total amount due (capital and premium) is debited to the Allotment (or 
Gall) Accomtt and credited properly to the Share Capital Account and to the 
Share Premium Account. On receipt of money, the Bank Account is debited and 
the Allotment Account (or Gall Account) is credited. 

Or While debiting the Sliare Allotment (or Call) Account, premium is not copside* -' 

red and only the amount due on account of share capital proper is debited ^fo ,, 

' S., 
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the Share Allotment Account and credited to the Share Capital Account. On 
receipt of the money, the Bank Account is debited with the total amount 
received and credit is given to the Share Allotment Account (or Call Account) 
for the amount due for capital and to the Share Premium Account for 
amount collected as premium. 

Suppose, amending the example given above, the premium is collected along 
with allotment and not on application. The various entries will be: 


1 

Bank Account 

To Share Applications A/c 

Application money on 

15,000 shares @ Rs. 5, 

Dr. 


Rs, 

75,000 

ks. 

75,000 

Share Applications Ale 

To Share Capital A/c 

To Share Allotment A/c 

To Bank Account 

Refund of application money on 

3,000 shares; transfer of 
application money to Share Capital 
on 10,000 shares and to Allotment 

Account on 2,000 shares. 

Dr. 


75,000 

50,000 

15,000 

15,000 




80,000 

• 




On Allolnunt: Eilkir- 

(i) Share Allotment Account 

To Share Capital A/c 

To Share Premium A/o 

Rs. 7 per share due on 10,000 
shares—Rs. 5 for capital and 

Rs. 2 for premium. 

Dr. 


70.000 

50,000 

20,000 

(ii) Bank Account 

To Share Allotment A/o 

Amount due collected. 

Dr. 


60,000 

60,000 

Or 

(1) Share Allotment A/c 

To Share Capital A/c 

Rs. 5 per share due on 

10,000 shares. 

Dr. 

' 

50,000 

50,000 

(ii) Bank Account 

To Share Allotment A/c 

To Share Fremium A/c 

Amount collected; Rs. 2 pet share 
credited to Share Premium A/c 

Dr. 


60,000 

40,000 

20,000 


The student will have noted that the Share Capital Account is not credited with 
more than the face value. 

Forfeitiire 

At the time , of forfeiture of shares, the Shire Premium Account should ttol be 
debited if the amount for it has already been 'received. But if the amount is not coUected 
and their shares are forfeited, the Share Premium Account, should be debited with the 
amount credited. 
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XUustrntion 87 

Good Prospccte Ltd., issurd 40,000 shares of Rs. 10 each at a premium of Rs 2 
per share. The shares were payable: 

Rs. 2 on application 

Rs. 5 including premium on allotment; and 
Rs. 5 on first, and final rail. 

All sl\are.s were applied for and allotted. All money.s were received with the excep. 
tion of first and final call on 1,000 share.! which were forfeited. 400 of these shares were 
reissued as fully paid @ Rs. 8 per share. Give the journal entries and balance sheet, 

Solntion 


Good Prospects Ltd, 

Jonmal 


Dr 

“15— 

80,000 


80,000 


2,00,000 


2,00,000 


2,00,000 


1,95,000 


10,000 


Or, 


Bonk Account 

To Share Applicatioiu A/c 

Ri. 2 per share received as application 
money on 40,000 shares. 


n 

Share Applications A/c 

To Share Capital A/e 

Application money on 40,000 
shares transfemd to Share 

Capital Account. 


Dr. 

Share Allotment A/c 

To Share Capital Account 

To Share Premium Account 

Rs. 5 per share due on allotment 

Rs. 2 per share credited to 

Shore Premium. 


Dr. 

1 f 

Bank Account ■ ^ 

To Share Allotment A/c 

Amount due received. 


Dr. 

Share First & Final 

Call A/c 

To Share Capital A/c 

Rs. 5 per sliare due on 

First & Final Cali. 


Dr, 

Bank Account 

To Share First & Final 

Call Account 

First & Final Gall collected 
on 39,000 shares. 


Dr. 

Share Capital Account 

To Share First & Final 

Gall Account 

To Shares Forfeited A/c 

1,000 shares forfeited for non¬ 
payment of the lint & fiml call' 
ofRs. 5 per share, 


Dr. 


15—' 

80,000 

80,000 


1 , 20,000 

80,000. 


2,00,000 

2,00,000 

1,95,000 


5,000'-'"i 
5,lK)q,'.;^si 
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Bank Account 

Share Forfeited A/c 

To Share Capital A/c 

Reissue of 400 shares of Rs. 10 
eadi as fully paid @ Rs. 8 per 
share; loss of Rs. 2 per share 
debited to Shares Forfeited A/c 

Dr. 

Dr. 


ks. 

3,200 

800 

-KT- 

4,000 

Shares Forfeited A/c* 

To Capital Reserve 

Profit left on reissue of 

400 shares transferred to 

Capital Reserve. 

Dr. 


1,200 

1,200 


*Thc amount forfeited on the remaining 600 shares, viz., Rs. 3,000 i.e., 600 x Rs. 3 
should remain in the Shares Forfeited Account till these shares are also reissued. 

The student should prepare ledger accounts before studying the Balance Sheet. 

Balance Sheet 


Share Capital: 

Rs. 

Bank .. 

- ET 

. 4,78,200 

39,400 shares of Rs. 100 

,, 


each &lly paid 

Shares Forfeited A/e 

Share Premium A/c 

Capital Reserve 

.. 3,94,000 
3,000 
. 80,000 
.. ■ 1,200 

4,78,200 


4,78,200 


Issue of Shares at a Discount 

If a company accepts something less than the face value of a share, it will be said 
to have issued shares at a discount. If a Rs. 100 share is offered to the public at Rs, 95 
there is a discount of Rs. 5. This is a loss for the company. A company is not allowed to 
iffiue shares at a discount unless the following Conditions (laid down by Section 79 of the 
Companies Act) are fulfilled: 

(a) The issue of shares at discount has been authorized by the shareholders in 
general meeting and has also been sanctioned by the Court. 

(i) The rate of discount must not exceed 10% of the face value or such higher 
rate as is permitted by the Central Government. The actual has to be specified 
by the shareholders’ resolution permitting the issue. 

(c) At least one year has elapsed since the company become entitled to commence 
business. 

(rf) The shares to be issued at discount arc of ihc same class as has been issued 
previously. 

(<) The shares must be issued within twd months of the datd of the snpttipn of ,the, 
Court or such extended time as the Court may permit, 

It follows that no new company can issue shares at, a discount in the my 
.beginning; ,a new class of sharfs.cannot he.pffercd at a di8(X)un|:,w^;^J',mte,of4istoun^ 
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cannot exceed 10% of the face value. The above docs not apply to reissue of forfeited 
shares in which case the discount can be equal lo the amount already received. 

The loss suffered by the company by allowing discount should be debited to the 
Discount on Issue of Shares Account at the time of allotment. The actual amount due will 
be debited to the Allotment Account, the Share Capital Account being credited with the 
actual amount due plus the discount allowed. Thus lire Share Capital Account will 
receive credit at full face value. 

If the shares issued at discount have to be forfeited, the Discount on Issue of 
Shares Account .should be credited with the discount allowed on the forfeited shares at the 
time of allotment. This account should also be debited again at a similar rate when 
such shares are reissued. This will ensure that the balance standing to the debit of this 
account will be equal to sliares actually at issue x discount per share. 

The Discount on Issue of Shares Account appears in the balance sheet until it is 
written offj it should be written off as soon as possible by debiting the Profit and Loss 
Account and crediting this account. Preferably, this should be done over a number of 
years. 

niastration 88 

New Industries Ltd., offered 20,000 equity shares of Rs. 10 each at a discount of 
5%. The shares were payable as under; 

On application .. .. .Rs. 3.00 

On allotment .. .. •. . > .. .. Rs. 4.00 

On First & Final Call .Rs. 2.50 

The public applied for 16,000 shares. These were allotted. All the moneys were 
received with the exception of the amount due on 500 shares. These were forfeited and 
300 of these were reissued at @ Rs. 8 per share. Pass entries in the Cash Book and the 
Journal and show the balance sheet. 


(Cub Book (Bank Coliuuns only) 

Dr, Clr. 
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Dr. Or. 


Share Applica¬ 
tions A/c 

To Share Capital A/c 

Transfer of Share Application 

Account to Share Capital on 
allotment. 

Dr. 


— ET- 

48,000 

- IGT" 

48,000 

Share Allotment A/c 

Discount on Issue of Shares A/c 

To Share Capital A/c 

Amount due (Rs. 4) and discount 
to be allowed (Re. 0.50) per 
share on 16,000 shares. 

Dr. 

Dr. 


64,000 

8,000 

72,000 

Share First & Final Call A/c 

To Share Capital A/e 

Amount due on 16,000 shares 
@ Rs. 2 50 per share. 

Dr. 


40,000 

40,000 

Share Capital Account 

To Share First & Final Call 

A/c 

To Discount on Issue of 

Shares A/c 

To Shares Forfeited A/c 

500 shares forfeited for non- 
pameot of First & Final Call 
of Rs. 2.50 per share; the Dis¬ 
count on Issue of Shares A/c 
credited @0.50 per share. 

Dr. 


5,000 

1,250 

250 

3,500 

Shares Forfeited Account 

Ducount on Issue of Shares A/c 

To Share Capital A/c 

300 of forfeited shares issued 
@ Rs. 8; Re. 0.50 debited to 

Discount on Issue of Shares A/c 
and the balance of loss debited 
to Shares Forfeited A/c 

Dr. 

Dr. 


450 

150 

600 

Shares Forfeited A/c 

To Capital Reserve A/c 

Profit left On 300 shares 
forfeited and reissued trans¬ 
ferred to Capital Reserve; the 
amount forfeited on the remain¬ 
ing 200 shares not yet reissued 
left in the Shares Forfeited A/c 

Dr. 


1,650 

1,650 


The student is advised to prepare ledger accounts. 

Balance Sheet 


Share Oapital: 

15,800 shares of 
Rs. 10 each. 

Shares Forfeited A/c 
Capital Reratve 


TT- 


1,58,000 

1,400 

1,650 


Bank 

Discount on Issue 
of Shares, A/c ' 


1,61,050 


Rs. 

1,53,150 

7,900 

1,61,050 
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Galls ia Advance 

The Articles of Association usually allow a member to pay and the company to 
accept payment of calls even before they are made. Thus a member may pay the whole 
of the amount on shares along with allotment. Such amount received in anticipation of 
calls should be credited to the Calls in Advance Account and not to the Share Capital 
Account and should be shown separately in the balance sheet. The company may pay 
interest On such calls in advance. The rate will be laid down in the Articles. Table A 
allows interest at 6% per aimum. 

When the directors make the call, the entries already cxplaiired will be passed, 
The Galls in Advance Account is then debited and the Gall Account credited. When all 
the calls are made there will be no balance left in the Calls in Advance Account, 

IsBue of Shares to Vendors 

Vendors sell property or business to the company and may receive payment, 
wholly or partially in the form of shares. When the contract with the vendor is signed, 
the assets taken over should be debited and vendors credited. On issue of shares, vendors 
will be debited and the Share Capital Account credited. The two entries are; 

(i) Various Assets Dr. 

To Vendors 

For assets purchased 

(ii) Vendors Dr. 

To Share Capital Account 

For shares issued. 

In the balance sheet, a note should be given showing how many shares have been 
issued to the vendors in this manner. 

Issue of Shares to Promoters 

Promoters bring the company into existence. For this they may be remunerated 
in the form of shares issued without payment The amount of the shares should be debited,, 
to the Goodwill Account and credited to the Share Capital Account. 

Issue of Debentures 

Debentures are issued exactly in the same way as shares. A prospectus is issued; 
appheations are received and considered and the directors decide as to which applications 
should be accepted in fxill or rejected or partially accepted. In other words, the same process 
as for allotment of shares is carried out. The accounting entries are also more or less the 
same as for issue of shares. On receipt of applications, the application money is debited' 
to the Bank Account and credited to the Debentures Applications Account. For ,the; 
debentures allotted the application money is transferred to debentures, the entry beln^!, ,: 
Debenture Applications Ajc. Dr. 

To Debenture 
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Again, on allotment, a certain proportion will be payable and for recording this, 
the entry is; 

Debenture Allotment Ajc. Dr. 

To Debentures 

On receipt of the money the entry passed is: 

Bank Account Dr. 

To Debenture Allotment Ajc. 

Usually, the debentures are fully paid on application and allotment, but it is 
possible that there may be calls also. The entry for calls is the same as for shares, 

Dlnetradon 89 

A company issued 1,000 debentures of Rs. 1,000 each payable Rs. 400 on appli¬ 
cation and the balance on allotment. The public applied for 800 debentures. These appli¬ 
cations were accepted. All moneys were received. Give journal entries and the balance sheet. 


Solution 


Joamal Dr, Gr. 



Bank Accaunt 

To Debenture Applications 

A/c 

Application money on 800 
debentures @ Rs. 400 per 
debenture. 

Dr. 


3,20,000 

Rs. 

3,20,000 


Debenture Applications A/c 

To Debentures 

The transfer pf the deben¬ 
ture application money to 

Debentures Account on their 
allotment. 

Dr. 


3,20,000 

3,20,000 


Debenture Allotment A/c . 

To Debentures 

Amount due on allotment at 

Rs. 600 per debenture. 

Dr, 


4,80,000 

4,80,000 


Bank Account 

To Debenture Allotment A/c 

Amount due on allotment of 
debentures received. 

Di. 


4,80,000 

4,80,000 


Debentures 


Balance Sheet 

Rs-’ 

:. 8,00,000 Bank 


Rs. 

8,00,000 


V,Summary Rntry ■ 

The above four entries cari be combing into the, one cbmbtocd entry as ,un<i^», 
... yTo Debentures ^ V 

M ' "■ '■ r -i■'"'O'.1.^ -n ■■''i^i,-'' 
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But such an entry should be passed only if the number of debentures to be issued 
is certain from the very beginning and the whole of the amount is received at once. 

Terms of Issue of Debentures 

One should note that whereas shares cannot be issued at a discount, there are no 
legal restrictions regarding the issue of debentui‘cs. A debenture may be issued at a discount 
at par or at a premium. Further, the repayment of the debentures, i.e., its redemption 
may also be at par or at a premium. The following illustrative table indicates the 
various possibilities: 


1 . 

2 . 

3. 

4. 

5. 


Fact 

Valut 

Rs. 

100 

100 

100 

100 

100 


Issue 

Pttet 

Rs. 

100 

95 

105 

100 

95. 


Jtedmplion 

Price 

Rs. 

100 

100 

100 

105 

105 


Remarks 

Issue and redemption at 

? 'ar. ' 

ssue at a discount of 5%j 
redemption at par. 

Issue at a premium of 5%; 
redemption at par. 

Issue at par; redemption 
at a premium of 5%. 
Issue at a discount of 5%; 
redemption at a premium 
of5%._ 


are 


Supposing the whole of the cash is received at the same time, the entries to be passed 
as follows (taking the above given figures); 


1. Issue at par: 


Rs. 

Rs. 

Bank Account 

Dr. 

100 


To Debentures .. .. .. 

• » 


’ 100 

2. Issue at a discount of 5 %: 

Bank Account 

Dr. 

95 


Discount on Issue of Deben. A/c. 

Dr. 

5 



To Debentures .. 100 

The Discount on Issue of Debentures is a capital loss and should be written off 
over a number of years against the Profit and Loss Account. In the meantime it should 
be shown in the Balance Sheet to the extent not written off. 

3. Issue at a premium: B.S. 

Bank Account Dr. 105 

To Debentures 

To Premium on Debentures A/c. , . 

Premium on Debentures is a capital profit and should be shown 
Balance Sheet as such. 

. 4. Issue at par but redemption at a premium of 5 %: Bs* 

Bank Account Dr. 100 

Loss on Issue of Debentures A/c. Dr. 5 

To Debentures . 

To Premium on Redemption of Debentures 
A/c. 


in 


Rs. 

100 

5 

the 

Rs. 


100 
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Premium on redemption of debentures is a liability. Loss on issue of debentures 
should be shown in the Balance Sheet until it is written off. 

5. Issue at a discount of 5 % but redemption at a premium of 5 %: Rs. Rs. 

Bank Account Dr. 95 

Loss of Issue of Debentures A/c. Dr. 10 

To Debentures . 100 

To Premium on Redemption of Debentures 
Account 5 


It will be noted that in every case, the Debentures are credited with the face 
value. This facilitates calculation of interest which will always be with reference to the 
ace value. Incidentally, the percentage prefixed to Debentures denotes the rate of interest. 
6% Debentures means that the Debentures will carry interest at the annual rate of 6% 
on the face value. 

niustration 90 

Allways Ltd., issued 1,000 6% debentures of Rs. 1,000 each. Give the Balance 
Sheet in the following cases; 

1. Debentures have been issued and are redeemable at par. 

2. They have been issued at a discount of 4% but are redeemable at par. 

3. They have been issued at a premium of 6% but are redeemable at par. 

4. They have been issued at a discount of 5% but are redeemable at a premium 

of 5%. 


Solution 



Bnlnnce Sheet 


1. 

6% Debentures .. 

Rs. 

. .. 10,00,000 

Bank . 

Rs. . 

.. 10,00,000 

2. 

6% Debentures .. 

. .. 10,00,000 

Bank . 

Discount on 
issue of 

Debentures 

.. 9,60,000 

40,000 



10,00,000 


10,00,000 

3. 

6% Debentures .. 
Premium on 

Debentures .. ' 

.. 10,00,000 

60,000 

Bank . 

.. 10,00,000 



10,60,000 


10,60,000 

4, 

6% Debentures .. 
Redemption of 
Debentures .. . 

.. 10,00,000 

. ., 50,000 

Bank . 

Loss on 

Issue of 

Debentures 

.. 9,50,000 

., 1,50,000 



10,50,000 


: 10,50,000 


Will th& student give journal entries for the above four cases? . 

> 
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Writing off loBS and discount on and cost of issue of debentures 

As has been pointed out, loss on issue of debentures or discount on issue of 
debentures is a loss of a special nature. Since the advantage of the fund raised by the 
issue of debentures will be available for a long tune, such loss nr discount may be written 
off over a number ofyeara. The entry to write off is: 

Profit 0? Loss Account Dr. 

To Discount (or loss) on 
Issue of Debentures Ajc, 

'Underwriting 

There are firms which undertake the responsibility of seeing to it that the shares 
or debentures issued by a company will be taken up by the public. If the public fails to do 
so, such firms will themselves take up the remaining shares or debentures. This work is 
known as underwriting and the firms are known as underwriting firms or underwriters. 
Suppose a company issues 1,000 Debentures of Rs. 1,000 each at a discount of 5%. The 
public applies for only 700 Debentures. If there is no underwriting, the company will have 
to be content with the issue of 700 Debentures only, but if the Debentures arc underwritten, 
the underwriters will have to take up the remaining 300 Debentures and pay for them 
at the same rate at which the public took them over. Underwriting is possible both in 
respect of shares and debentures issued to the public. 

For this responsibility assumed by the undciwriters, they receive a remuneration 
known as underwriting conunission. They will receive the underwriting commission on 
the total number of shares or debentures underwritten by them even if the public 
subscribes for all such shares or debentures. The law lays down the maximum 
rate of commission payable to them. These rates are: 

2^% on the issue price of debentures; and 

5 % on the issue price of shares. 

Suppose Rs. 10 lakhs of Debentures are issued at a premiiun of 10%. The under¬ 
writers may get a commission up to 2^% of Rs. 11 lakhs, i.e., Rs. 27,500. Of course, 
depending upon the agreement they can be paid less, but not more. Applications recrived 
through the underwriters are known as marked applications. 

Besides underwriters, there arc other firms which act merely as brokers. They do 
not'undertake , any responsibility. They only try to procure subscription for shares or 
debentures. For this work they are paid brokerage or conunission, the marimum limits of 
which are the same as for underwriters. Brokers naturally do not have to take any shares 
or debentures which may not be subscribed for by the public. 

lUoBtratioii 91 

Fine Works Ltd., issued 2,000 Equity Shares of Rs. 100 each and 1,000 6% De¬ 
bentures of Rs. 100 each. The Debentures were issued at a discount of 5%. The whole of the 
: issue was underwritten by M/s. Bull and Bear for the maximum commission allowed by 
!^»' .law:. The public applied for 1,600 shares and for 900 debentures. These were imroedihtely. 
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paid for. The underwri let s also dischargccl their obligations. Give journal entries, ledger 
accounts, and the balance .sheet. 


Solution 


JouriMl 


Dr. Cr. 



Dank Accniuit 

To Equity .Sliare 

Clapitfll A/c 

Mlotiiicnt or 1,600 Sliaru to the 
>ublic at Ks. lUO each, payment having 
jccu received in Tull. 

Dr. 


Rs. 

1,60,000 

1 


lank Account 

Discount on luue of 

Debentures A/c 

To 6% Debentures 

Allotment of900 Debentures to the 
public at a discount of 5%, 

Dr. 

Dr. 


85,500 

4,500 


M/s Bull & Bear 

To Equity Share Capital A/c 

Amount of400 shares to be 
taken up by the underwriters 
in pursuance of their contract. 

Dr. 


40,000 


M/s Bull & Bear 

Discount on Issue of 

Debentures A/c 

To 6 % Debentures 

100 Deumtures to be taken 
up by tlie Underwriters in 
pursuance of their contract. 

Dr. 

Dr. 


9,500 

500 


Underwriting Commission on 

Issue of Shares Account 

Underwriting Commission on 

Issue of Debentures A/e 

To M/s Bull & Bear 

Underwriting commission due to 
the underwriters at S % on 

Rs. 2,00,000 and 2i% on Rs. 95,000. 

Dr. 


10,000 

2,375 


Bank Account 

To M/s Bull & Bear 

Amount due ikom the 
underwriters received. 

Dr. 


37,125 


Cost of Issue of 

Debentures A/c 

To Discount on Issue 
of Debentures A/c 

To Underwriting Comniis* 
sion op Issue of De¬ 
bentures A/c 

Close of the two latter 
accounts by transfer to 

Cost of Issue of Deben¬ 
tures Account. 

Dr. 


7,375 

f 


Rs. 


1,60,000 


90,000 


40,000 


10,000 


12,375 


37,125 


5,000 

! 


2 , 375 '’ 
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Dr. 


Ledger 


Bank Account 


To Equity Share 

Capital A/c 

To 6% Debentures 

To M/s Dull & Bear 


Ks. 

1,60,000 

85,500 

37,125 



2,82,625 

To Balance b/d 


2,82,C25 

2,82.625 


Cr. 


By Balance b/d 


2,82,625 



2.82,625 


Equity Share Capital Account 


To Balance c/d 


Ks. 

2,00,000 


By Blink Account 

By M/s Bull & Bear 


Rs. 

1,60,000 

40,000 



2.00,000 




2,00,000 





By Baloncc b/d 


2,00,000 


6% Dehentures 



To Balance c/d 


Rs. 

1,00,000 


By Sundries— 

Dank 

Discount on issue 
of Debentures 

By Sundries— 

M/s Bull A Bear 

Discount on issue 
of Debentures 

By Balance b/d 


— Ksr 

85,500 

4.500 

9.500 

500 

1,00,000 

1,00,000 


1,00,000 

-(? 

count 

on Issue of Debentures 






1 Rss 


Ijy Go3t of Issue 


Rs. 


To 6% Debentures 


1 4,500 


of Debentures A/c 




To 6% Debentures 


500 


transfer 


5,000 








5,000 




5,000 






Underwriting Gonatnlasion on Shares Account 


To M/s Bull & Bear 


Rs. 

10,000 


By Balance c/d 


To Balance b/d 


1 10,000 



_ 


Underwriting Commission on Debentures Account 




- EsT 


By Cost of Issue 

—r 

To M/s Bull St Bear 


2,375 


of Debentures A/c 






transfer 

J 
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Coat of Issue of Debentures Account 



To Discouni on Issue 
of Deben lures A/c 

To Umli’nvriiiiiR 

Commission on Deben¬ 
tures A/c 


Rs. 

5,000 

2.375 


By Balance c/d 


Rs. 

7,375 




7.375 




7,375 


To Balance b/tl 

HI 

7,375 





Dr, 


! 

M/s Bull & Bear 

Gr. 


To Equity Share 
Cupiitii A/c .. 

To 6% Debentures .. 

1 

Rs. 

40,000 

9,500 

By Underwriting Commis¬ 
sion on Sliares A/c 

By Underwriting Commis¬ 
sion on Debentures A/c 

By Bank Account 


mg 


■ 

49,500 



49,500 


Bnlance Sbcet 



Liabllltiea 

Share Capital: 

2,000 Equity Shiires of Rs. 100 
each fully paid .. .. 

6% Debentures. 

—ET- 

2,00,000 

1,00,000 

Assets 

Bank 

Underwriting Commission on 

Shares . 

Cost of Issue of Debentures ,. 

K. 

2,82,625 

10,000 

7,375 



3,00,000 


3.00,000 







Redentptiott of Dobentttxos 

Redemption of Debentures means repayment. The entry on issue of Debentures is: 
Bank Account 
To Debentures 


Repayment, therefore, should really require the Mowing entry: 
Debentures 

To Bank Account 


However, there are certain possibilities to be taken into accomt. It is possible that 
a premium is payable when the redemption is made. Such a premium w e ® ^ 

will have to be written off either against the Profit and Loss Account or the Share Premium 


Account. The two entries, therefore, are: 

(i) Debentures 

Premuitn on Redemption of Debentures Ajc. 
To Bank Account 


Dri (Face Value of De¬ 
bentures redeemed) 
Dr. (Premium to be paid) 
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(ii) Profit And Loss Ajc. 
or 

Share Premium Ajc. Dr. 

To Premium on Redemption of Debentures Ajc- 

It is also possible that Debenture.s may be purchased in the market at a price 
lower than the face value. The difTcrencc is Capital Profit. In such a case, the entry to 
be passed is: 

Debentures Dr. (Face Value) 

To Bank Account (Actual amount paid) 

To Profit on Redemption of Debentures Ajc. (Profit thus made) 

If Debentures are purchased at a price higher than the face value, the difference 
will be a loss and will have to be written off agpiinst the Profit and Loss Account or Premium 
Account. The two entries are: 

(i) Debentures Dr. (Face Value) 

Loss of Debentures Ajc. Dr, (Extra amount paid) 

To Bank Account (Actual amount paid) 

(ii) Profit and Loss Ajc, 

or 

Share Premium Ajc, Dr. 

To Loss on Debentures Ajc. 


Methods of Redemption of Debentures 

Wc have discussed above two methods of redeeming Debentures, viz.,. 

(i) paying off the amount at the stipulated period, and 

(ii) purchase of debentures in the market. 

From another point of view one may add that: 

(iii) Debentures may be redeemed by instalments, cither by purchase in, the market 
or drawing by lot the numbers of Debentures which have to be repaid. 

From still another angle, viz., the collection of funds, one may say that: 

(iv) Debentures may be redeemed through regular investments made out of 
profits and collected in a Sinking Fund. 

We discuss the Sinking Fund below. It may also be named “Debenture ) 
Redemption Fund”, 


Slplting Fund ^ 

The student remembers the Depreciation Fund. The device is also capable dp 
being used for redemption of debentures. In fact, the device is a general one and 
used for collecting funds for any purpose, payii^ off liabilities, replacing assets orcxi* 

,, It consists of setting aside every year a certain sum of money, investing it:,,!^ 
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securities and re-investing the interest. The investments will accumulate up to the desired 
figure at the end of the desired period. The amount to be ufvested every year is ascer¬ 
tained from the SinHng Fund Tables according to the rate of interest which U expected 
to be earned. The Sinking Fund Tables will show how much has to be invested every year 
to get Re. 1 at the end of the stated period at the expected rate of interest. An extract 
from the Sinking Fund Table has been given elsewhere. For example, it shows that if 
we want Re. 1 at the end of 10 years at 5% interest per annum, one will have to invest 
every year .079505 and also re-invest the interest received. This figure will be TnnlripUpH 
by the required amount. If the amount set aside every year is provided out of the profits, 
it would be an ideal way because that will mean that profits which would have been 
distributed among shareholders as dividend will now be used to pay off Debentures. 
What is done is that the annual amount is debited to the Profit and Loss Appropriation 
Account (the Account showing the distribution of profits). It should not be debited to the 
Profit and Loss Account proper because there is no loss or expense involved in paying off 
a liability. If previously Rs. 1 lakh were obtmned on issue of debentures and now the sum 
is paid, there is obviously no profit or loss. One should reme mb er that debiting the Profit 
and Loss (Appropriation) Account will not provide ready funds. For getting ready funds, 
money must be invested in readily saleable (Government) securities. The entries for 
creating a Sinking Fund are the following; 

In the first year (at the end):- 

1. Profit — Loss Appropnation Afe, Dr. "V Theaimual 

To Sinking Ftmd Ale. J instalment. 

This entry represents the intention to make an investment and the intention to 
use so much of profits for the purpose of redemption. 


The aimual 
instalment. 


2. Sinking Fund Inotslnmts Account Dr. 1 The 

To Bank . f invc 

This entry represents the carrying out of the intention to invest 
In' subsequent years (at the end):- 
*1. Bank \ 

To interest on Sinking Fund Investments Account f inte; 

*2. Interest on Sinking Fund Inoestments Ale, Dr. j Tra 

To Sinking Fund Ajc, . ^ inte 


The actual amount 
invested. 


Profit and Loss Appropriation Account 
To Sinking Fund Ajc. 

Sinking Fund Investments Account 
To,Bank 


The amount of 
interest received. 
Transfer of the ^ 
interest to Sinking 
Fund. 

The annual instal¬ 
ment. ' 

The annual invest-' 
ment plus the interest 
received. 


^Thesc two entries could be combined as: ’ • 

' Bank Account ' , ‘ 

To'Sinking Fund Aemht, * 

' Note; In the year in Which redenaption has to be'earned out, en^ Ko,-, 4 should not be; 

- made becauae. 'thto, tO rOpay the DebehtureSi'investmfints:;WiU.hav6.to;bei6ldy 

t ' ' ^ 1 I ' I ' ‘ ’ , ' . " ” . '. ' i ' s > . 

1*1 ' ■< i I , , I In* ■ 4 * ' ' ' » 4*-^ r ' *****vV^** 'j ‘ y* • '* i -- 

L'l.''- ' '• ''.“Jv'.''' •' . .. . ‘ 4'"J** 
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When Debentures fall due for paymeiilj investments -will be realized and debenture- 
holders paid off. The entries are: 


Bank 

To Sinking Fund Inveslmenls Account 

Debenture Account 
To Bank 

Sinking Fund Investments Account 
To Sinkins Fund 


Actual amount 
realized on sale of 
investments. 

The amount paid to 
debentureholders. 
Transfer of profit on 
sale of investments. 


Reverse entry will be passed if there is a loss on sale of investmnents. 


4. Sinking Fund 

To General Reserve 


The balance in the 
Sinking Fund trans- 
ferred to General 
Reserve. 


Entry No, 4 show.s that the accumulation of profits in the Sinking Fund by debiting 
the Profit and Loss (Appropriation) Account is really an appropriation. The sole purpose 
of the Sinking Fund Account is to ensure that amounts required to build up investments 
for paying the debentures are not utilised in any other manner, say, paying dividends. 


Ulustration 92 

On 1st January, 1961, X Ltd,, issued 6% Debentures for Rs. 2,00,000. These have 
to be redeemed at the end of four years for which a Sinking Fund is established, 5% 
interest is expected to be earned on investments. S.F. Tables show that Rs. 2,320.12 mvested 
every year for four years @ 5% will accumulate to Re, 1. 

On 31st December, 1964, the S.F. Investments were realized for Rs. 1,48,000. 
On that date the Bank Account showed a balance of Rs, 59,500 (before interest on S,F, 
Investments). The Debentures were redeemed. 

Give journal entries and ledger accounts for the four years. 


Solation 

The annual instalment will be Rs. 2,00,000 x Rs. 2,320.12 or Rs. 46,402.40, 

Jooraal Dr. Or. 



31 Profit & Lou (Appropriation) A/c 
To Sinking Fund A/c .. .. 

Tlie annual matalment needed to build up 
Sin king Fu n d of Rs. 2,00,000 in 4 years 

I) Sinking Fund Investments A/c .. 

To Bank Account .. ,, 

Purchase of investments against Sinking 
Fund. _ 

Dank Account.Dr. 

To Interest on Sinking Fund 

Investments A/c . 

Receipt of interest @ 5% on 
IRs. 46,402.40. 



46,402 40 


46,402 40 


2,320 12 
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T9K 

Dec. 


1963 

Dec. 


1964 

Dec. 


31 


31 


31 


Interest on S.F. Investments A/c .. Dr. 

To Sinking Fund A/c 
Interest received on S.F. Investments 
credited to the S.F. 

Profit & Loss (Appropriation )A/c Dr. 

To Sinking Fund A/c 
The annual instalment. 

Sinkii^ Fund Investments A/c .. Dr. 

To Bank Account. 

Purchase of investments for the annual 
instalment and interest received. 

Bank Account.Dr. 

To Interest on S. F. Investments A/c 
Interest received @ 5% on Rs. 95,124.92. 

Interest on S.F. Investments A/c .. Dr. 

To Sinkinpr Fund Account .. 

Interest received on S. F. Investments 
credited to the S.F. 

Profit & Loss (Appropriation) A/c ,. Dr. 

To Sinking Fund A/c 
The annual instalment. 

S.F. Investments Account .. .. Dr. 

To Bank Account 

Purchase of investments for the aimual 
instalment and interest. 

Bank Account .. Dr. 

To interest on S.F. Investments A/c 
Interest received @5%onRs. 1,46,283.57 

Interest on S. F. Investments A/c Dr. 

To Sinking Fund Account 
Transfer of interest on S. F, Investments 
to the S.F. 

Profit & Loss (Appropriation} A/c Dr. 

To Sinking Fund Account .. 

The annual instalment. 

Bank Account.Dr. 

To S.F. Instalments A/c 
Sinkiiw Fund Investments realised 

Rs. 1,S,000. _ 

Debentures ,. .. ^ .. • • Dr. 

To Bonk Account 

Debentures redeemed. _ 

Sinkii^ Fund Investments A/c .. Dr. 

To ^king Fund Account 
Profit on S. F. Investments transferred 

to the Sinking FWd. ' _' 

Sinking Fund Account.. .. Dr. 

To General Reserve 
Sinking Fund closed by transfer to 
General Reserve after redemption of 
Debentures._ 



-ET 

2,320 

12 


46,402 

40 


48,722 

52 


4,756 ' 

25 


4,756 

25 


46,402 

40 


51,158 

65 


7,314 

18 


7,314 

18 


46,402 

40 


1,48,000 

— 


2,00,000 

— 


1,716 

43 


2,01,716 

58 


- 

2,320 12 

46,402 40 

48,722 52 

4,756 25 

4,756 25 

46,402 40 
51,158 65 

7,314 18 
7,314 18 

46,402 40 
1,48,000 — 

2 , 00,000 - 
1,716 43 

2,01,716 58 


‘T, J / I-' it’Vil.i.’Vife'' 
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Ledger 

Dr. Debenture* 


ISST- 

Dec. 

31 

To Balance 
c/d. 


— El- 

2,00,000 — 

1961 

Jan. 

1 

By Bank 

A/c. .. 


—Ei!- 

2,00,000 - 

1962 

Dec. 

81 

To Balance 
c/d. 


2,00,000 — 

1962 

Jan. 

1 

By Balance 
b/d. 


2,00,000 — 

1963 

Dec. 

31 

To Balance 
c/d. 


2,00,000 — 

1963 

Jan. 

1 

By Balance 
b/d. .. 


2,00,000 — 

1964 

Dec. 

31 

To Bank A/c. 


2,00,000 — 

1964 

Jan. 

1 

By Balance 
b/d. .. 


2,00,000 - 


Bank Accomt 


1964 

Dec. 

» 

ti 

31 

»> 

To Balance 
b/d. 

To Interest 
on S.F. 
Investments 

A/c. 

To Sinking 

Fund In¬ 
vestments 

A/c. .. 


-ET^ 

59,500 — 

7,314 18 

1,48,000 — 

1964 

Dec. 

» 

31 

»> 

ByDe- 

bentures 

By Balance 
c/d 


—ig:— 

2,00,000 - 

14,814 18 





2,14,814 18 





2,14,814 18 

1965 

Jan. 

1 

To Balance 
b/d. 


14,814 18 







Sinking Fond Acconnt 


1961, 


Dec. 


31 


To Balance 
c/d. 


1962 

Dec. 


31 


To Balance 
c/d. 


46,402 401 


1961 


Dec. 

31 

1962 


Jan. 

1 

Dee. 

31 

it 

a 


95,124 92 


95,124 92 


By Profit & 
Lom (Appro¬ 
priation) 

A/c. 


By Balance 
b/d. 

By Interest 
on S.P. In¬ 
vestments 
A/c. .. 

By Profit & 
Loss (Appro¬ 
priation) 


“e;— 

46,402 40 

46,402 40 

2,320 12 

46,402 '40 
95,124 , 
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iW~ 


To Balance 
c/d. 


Rs. 

1963“ 

— 



Rs. 

95,124 92 

Dec. 

31 


1,46,203 57 

Jan. 

1 

By Balance 
b/d. 







Dec. 

31 

By Interest 









on S.F. In¬ 
vestments 

A/c. 


4,756 25 







>9 

By Profit & 









Loss ^Appro¬ 
priation) 










A/c. 


46,402 40 





1,46,283 57 





1,46,283 57 

1964 





1964 





Dec. 

31 

To General 
Reserve 


2,01,716 58 

Jan. 

1 

By Balance 
b/d. 


1,46,283 57 



transfer 




By Interest 
on S.F. 
Investments 
A/c. 



7,314 18 






33 

» 

By Profit & 
Loss (Appro- 









priation) 

A/c. 


46,402 40 






3« 


By S.F. In- 









vestments 

A/c. profit 


1,716 43 





2,01,716 SO 





2,01,716 58 

SlnktnB Fund InvMtmeats Account 


1961 




Ra. 

■mi 




Rs. 

Dec. 

31 

To Bank A/c 


46,402 40 

Dec. 

31 

By Balance 


46,402 40 








c/d 


1962 





1962 





Jan. 

1 

To Balance 



Dec. 

31 

By Balance 


95,124 92 

Dec. 

31 

b/d 

To Bank 


46,402 40 



c/d 




Account .. 


48,722 52 










95,124 92 





95,124 92 

1963 





1963 





Jan. 

I 

To Balance 



Dec. 

31 

By Balance 


1,46,283 57 


b/d 


95,124 92 



c/d 


Dec. 

31 

To Bank A/c 


51,158 65 









1,46,283 57 




‘ 

1,46,283 57 

1964 





1964 





Jan. 

1 

To Balance 



Deo. 

31 

By Bank 


1,48,000 — 


b/d 


1,46,283 57 



, A/c 


Dec. 

31 

To SinkinK. 

\ ‘ 




' 



Fund- 
transfer .. 


1,716 43 

\ 

' 1 



\ 




1 

■ 

1.48,000 — 





1.48,0qp:r- 
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Interest on Sinking Fund Investments Account 


issr" 

Dec. 

31 

To Sinking 

Fund- 

transfer .. 


Rs. 

2,320 12 

1962 

Dec. 

31 

By Bank 

A/c 


Rs. 

2,320 12 

1963 

Dec. 

31 

To .Sinking 

Fund- 
transfer .. 


4,7.‘iG 25 

1963 

Dec. 

31 

To Bank 

A/c 


4,756 25 

1964 

Dec. 

3L 

To Sinking 

Fund- 

transfer .. 


7,314 10 

1964 

Dec. 

31 

By Bank 

A/c 


7,314 18 

General Reserve 

1964 

Dec. 

31 

To Balance 
c/d 


2,01,716 58 

loe-r 

Dec. 

31 

By Sinking 
Fund- 
transfer. . 


s;:— 

2,01,716 58 






1965 

1 Jan. 

1 

By Balance 
b/d 


2.01,716 58 


One should note that the market price or amount paid for securities may be 
different from the face value. For instance, a 3% Government Loan of Rs. 100 may be 
available in the market at Rs. 75. The Sinking Fund Invc.stmenis should be debited with 
the amount actually paid. Interest will be calculated onthc face value and if, subsequently, 
the investments are sold, the price quoted will be with reference to the face value. 4% 
Government Securities of the face value of Rs. 40,000 sold at Rs. 95 means a receipt 
of Rs. 38,000, viz., Rs. 40,000 x 95 . 

Ulustratioii 93 

On 1st January, 1964, the Debenture Redemption Fund stood at Rs. 4,30,000 
represented by 4% Government Securities of the face value of Rs. 4,50,000. The annual 
instalment was Rs. 52,000. 

On 31st December, 1964, thesccurities were realized atRs. 96 and Debentures which 
then stood at Rs. 5,00,000 were redeemed. On that date balance at bank (before interest 
on D.R.F. Investments) stood at Rs. 85,000. Show ledger accounts. 

Solution 


DebentnreR 

Dr. Or. 


1964 




Rs. 

1964 




Rs. 

Dec, 

31 

To Bank A/c 


5,00,000 

Jan. 

1 

By Balance b/d 


5,00,000 
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Debenture Redemption Fnnd Account 


1964 

Dec 31 To General Reserve 
transfer 



Rs. 

5,02,000 

1964 

Jan. 

Dec. 

1 

31 



it 

•t 






5,02,000 








1 By Balance b/d 


Interesst on D. R. F, 
Investment A/c 
(4% on Ra. 4,SO,000) 
By Profit & Lobs 
(Appropriation) A/c 
By D, R. F. Invest¬ 
ment! A/c 


Debenture Redemption Fund InvestmentB Account 


1 To Balance b/d* 
31 To Debenture 
Redemption Fund 
A/c-profit 



1964 ' 

Dec. 31 By Bank A/c 
4,50,000 X 96 


1964 



Dec. 

31 

To Balance b/d 

)i 

9i 

To Debenture 
Redemption Fimd 
-Interest 

n 

»9 

To Debenture Re¬ 
demption Fund 
Investments A/c 

1965 



Jan. 

1 

To Balance b/d 


Bank Accodnt 





1964 

Dec. 31 By Debentures 
„ „ By Balance c/d 


4,30,000 

18,000 

52,000 

2,000 

5,02,000 


4,32,000 


4,32,000 



5,00,000 

35,000 


5,35,000 


General Reserve 


KS. 

31 By Debentures 

Redemption Fund 

A/c 5,02,000 


* The book value will be the same as the balance in the Debenture Redemption Fund Account. 

Distinction between Sinking Fund to replace a wasting asset and one to re|>ay 

a liability 

The Depreciation Fmxd discussed in the chapter on Depreciation is a sinking 
to replace a wasting asset. The Debenture Redemption Fund explmned above is a sinking 
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fund to repay a liability. Both operate in the same manner broadly; the following points 
of distinction may, however, be noted: 

(a) In the case of the sinking fund to replace a wasting asset, the annual instalment 
is really depreciation and, as such, it is always against profits (that is debited 
to the Profit and Loss Account for ascertaining profit). In the other 
case, the annual instalment is only an appropriation of profit and, therefore, 
debited to the Profit and Loss (Appropriation) Account. The Debenture 
Redemption Fund really is accumulated profit (for the purpose of redeemmg 
debentures) and the Depreciation Fund is accumulated depreciation. 

(b) The sale proceeds of investments are utilised to pay off debentures (or other 
liability) in case of sinking fimd to repay a liability; they are used to acquire 
a new asset in the other case. 

(c) The Depreciation Fund’s credit balance is used to write off the debit balance 
of the asset which is due for replacement and, therefore, useless. After such 
writing off, the Depreciation Fund shows no balance. In case of sinking fund 
to repay a liability, the Sinking Fund will show a credit balance aftw the 
liability has been paid off. This balance is transferred to General Reserve. 


Redemption of Preference Shares 


The general rule in a company is that it cannot redeem its shares or purchase them 
from the market. Of course, on winding up after paying all the creditors, the surplus is 
distributed among the shareholders. To this general rule there is one exception and that 
is that a company may issue preference shares with the promise that they will be redeemed 
on or after a certain date. Such shares are called Redeemable Preference Shares. No 
redemption will be possible unless it is made clear in the prospectus. The redemption 
will he according to the terms of issue as contained in the prospectus but wiU also be 
governed by local provisions of the Companies Act in this respect. The legal restrictions 
(as pec Section 80) are as follows: 

1. The shares can be redeemed oidy if they are fully paid, i.e., partly paid shares 
cannot be redeemed. 


2 . 


3, 


ill';'* 


4. 


It is only out of the profits which would otherwise be available for distribution 
to shareholders as dividend or out of proceeds of the new issue of shares made 
for this purpose that the redemption can be carried out. It means that the money 
needed to pay off the redeemable preference shares should have been collected 
either by issuing new shares or by earning profits. 

To the extent that the shares are redeemed out of profits, a Capital Redemp¬ 
tion Reserve Account mint be created by debiting the Profit and Loss Account. 
The Capital Redemption Reserve Account can be used only for issuing 
fully paid bonus shares; otherwise, this account cannot be used without the 
sanction of the Court. 


If any premimu is payable to the shareholders on redemption, it should I* 
provided either out of profits or out of Share Premium Account. ,; 


''.-"’'it'j'ii? 
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Illnstnitlon 94 

On 30th September, 1964, the Balance Sheet of'C* Limited stood as follows: 


Liabilities 

Rs. 

Equity Share Capital 
Redeemable Preference 

.. 10,00,000 

Share Capital 

.. 3,00,000 

General Reserve 

.. 2,00,000 

Profit & Loss A/c. 

.. 1,50,000 

Sundry Creditors 

.. 2,00,000 


Assets Rs. 

Bank . 2,50,000 

Sundry Assets .. 16,00,000 


18,50,000 18,50,000 


The shares were of Rs. 100 each fully paid. On this date the preference shares 
had to be redeemed at a premium of 5%. For this purpose the company issued 1,000 
equity shares of Rs, 100 each at a premium of Rs. 30 per share. The shares were imme*- 
dktely subscribed and paid for and the redemption carried out, Give journal entries 
and balance sheet after redemption. 


Solution 


Joonial 


Dr. Cr, 


1964 

Sept. 


30 


[Bank Account 
To Equity Share 
Capital Account 
To Share Premium A/c 
luue of 1,000 Equity Shares 
of Ks. 100 each at a premium 
of Rs. 30. 


•Redeemable I^eference 
Share Capital A/c 
|Premium on Redemption 
of Shares Account 
To Bank Account 
Redemption of the redeemable 
preference shares at a 
premium of 5%, 


Profit St Loss A/o 
To Premium on Redemp¬ 
tion of Preference 
Shares Account 

The premium paid to redeemable 
preference shareholders 
written off against Profit 
and Loss Account 


Dr. 


Dr, 

Dr.| 


Dr. 


Rs. 

1,30,000 


3,00,000 

15,000 


15,000 


Rs. 


1,00,000 

30,000 


3,15,000 


15,000 


•It would be better to pass this entry after every other entry, spedaBy that tdatmg » the creation 

of the Capital Redemption Reserve Account. ' 
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TSB?' 

Sept. 


30 


Profit & Loss A/c 
General Heserve Account 
To Capital Redemption 
Reserve Accowt 
Creation of Capital Redemp¬ 
tion Reserve Account to cover 
the redemption of preference 
shares out of profit (other¬ 
wise than by issuing of 
shares). 


Total Redemption. 

Rs. 

3,00,000 

Fresh Issue of 



shares 

Rs. 

1,30,000 

Balance 

Rs. 

1,70,000 


Dr. 

Dr. 


Rs. 

1,53,000 

35,000 


■55: 


1,70,000 


Balance Sheet 


Liabilitui 

hs. 

Aisets 

Rs. 

Equity Share Capital 

11,00,000 

Sundry Assets ,, 

16,00,000 

Share Premium A/c 

30,000 

Bank 

65,000 

Capital Redemption 

Reserve Account .. .. 

General Reserve 

Sundry Creditors ., .. 

1,70,000 

1,65,000 

2,00,000 

16,65,000 


16,65,000 


Noif. The Premium on Redemption of Shares could also be debited to the Share Premium 
Account. In that case, the Capital Redemption Reserve Account vvould have to be equal to 
Ra. 1,85,000 


Profit and Loss Account 

The Companies Act requires eveiy company to prepare every year a Profit and 
Loss Account or, what comes to the same thing, an Income and Expenditure Account 
and Balance Sheet at tire end of the year. Tlie general principles for preparing the Profit 
and Loss Account are the same as already explained and do not differ from those pertaining 
to a sole proprietor or a partneriship firm. Usually, the Profit and Loss Account is split 
into two parts, namely, die Treiding Account and the Profit and Loss Account. This may 
be done in companies tooj however, it is also permissible to prepare only one account, 
merging these two. But, in addition, another account called the Profit and Loss Appro¬ 
priation Account is prepared wherein the distribution of profits is shown. The Profit and 
Loss Account contains those two items which have a bearing on the size of profits, i.e., 
unless such items are included, it would not be proper to state that the company has 
earned so much profit or suffered so much loss. But once the figure of profit has been 
determined, the question of distribution of that profit arises. For instance, the company 
will decide to put a certain amount to reserves in order to strengthen its financial position 
and to pay dividends to shareholders. One can easily see that if there is no profit, the 
company cannot transfer any amount to reserve or pay any dividend. Such is the character 
of distribution of profits, no profit, no appropriation. Items of this nature will appear in the 







JOINT STOCK COMPANIES 


443 


Profit and Loss Appropriation Account. Sometimes, this account is attached to the Profit 
and Loss Account itself without a separate heading and, in that case, the items appearing 
in this section are known as items below the line; those items which determine profits are 
called items above the line. 

It is one of tlie maxims of company law in India today that the Profit and Loss 
Account must exhibit a true and fair view of the profit earned or loss suffered by the 
company during tlu! yeai concerned. This naturally means that the various figures 
sliown in the Profit and Loss Account should be correct but, in addition, the emphasis 
should be to give as much information as possible and in any case to disclose all material 
facts. For instance, if the current year’s profit is high because of a change in the method 
of valuation of stock, information should be there to clearly bring out this fact. Another 
example would be that if a certain provision made in the previous year was found ex¬ 
cessive and a portion of i t is written back, it should be shown as a separate item in the Profit 
and Loss Account. A loss of an extraordinary nature, such as due to a fire, should be shown 
as such and not added to other items so as to hide the fact. 

The Profit and Loss Account must mention the various items arranged under 
the most convenient head.s, The Companies Act requires that information in respect 
of the following must be disclosed: 

1. total sales or gross income derived from services rendered; ' 

2 . purchase of raw materials or goods; 

3. opening and closing stocks of goods produced or purchased: 

4. work in progress at the commencement and at the end of the year; 

5. consumption of stores and spare parts; 

6. power and fuel; 

7. salaries, wages and bonus; 

8. contribution to provident fund and other funds; 

9. workmen's welfare expenses; 

10. commission, brokerage and discounts on sales to selling agents; 

11. depreciation provided on the company’s fixed assets; 

12. interest on the company’s debentures and other fixed loans; 

13. amounts set aside for meeting specific liabilities, contingencies or commit¬ 
ments (if material) and amounts withdrawn when no longer needed (if 
material); 

14. rent; 

15. repairs to buildings; 

16. repairs to machinery; 

17. insurance; 

18. rates and taxes (excluding taxes in income); 

19. miscellaneous expenses; 

20. income from investments; 

21. income by way of interest; 

22. profits or losses on investments; 

23. profits or losses in respect of transactions of a.kind not usually undertaken 
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or undertaken in circumstances of an exception or non-recurring nature 
(if material in amount); 

24. miscellaneous income; 

25. dividends from subsidiary companies; 

26. the amount (if material) by which items shown in the profit and loss account 
are efiected by any change in die basis of accounting;^ 

*27. income tax; 

*28. amount provided for repayment of share capital and loans; 

*29. the amount (if material) set aside as reserves; 

*30. dividends paid and proposed. 

Amounts paid to the managing agents sea'etaries and treasurers and directors 
have to be shown in the Profit and Loss Account or information in respect of these has 
to be given by way of a note. Similarly, information must be given regarding remunera¬ 
tion received by the auditor as auditor and in other capacity (say for income tax works). 
The Profit and Loss Account, except for tfu first year, must contain figures relating to the previous 
year. 


niuBtration 95 

The Beta Company Ltd., having a nominal capital of Rs. 6,00,000 in equity 
.shares of Rs. 10 each, gives you the following trial balances as at December 31, 1963: 


Debit Balances 


Calls in arrcar 
Premises ,. 

Plant & Machinery 
Interim Oivideod 
Stock, Isi Jan. 1963 
Fixtures 
SundryDebtors 
Goodwill .. 

Cash in hand 
Cash at Bank 
Purchases 

Preliminary Expenses 
Wages 

General Eimenses 
Freight & Carriage 
Salaries .. 

Directors' Fees 
Bad Debts 
Debenture Diterest 


Rs. 

7,500 

3,00,000 

3,30,000 

37.500 
75,000 

7,200 

87,000 

25,000 

750 

39,900 

1,85,000 

5.000 

84,865 

16,835 

13,115 

14.500 
5,725 
2,110 
18,000 

12,55,000 


Credit Balances 


Profit & Loss A/c .. 
(balance brought 
forward from 1962) 
6% Debentures 
Fully ^aid Share .. 

Capital .. 

Bills Payable .. 
Sundry Creditors ,. 
Sales 

General Eeserve 
Provision for 
Bad Debts 
Debenture Interest 
Due .. 


Rs. 


14,500 

3,00,000 

4,00,000 

38,000 

50,000 

4,15,000 

25,000 

3,500 

9,000 


12,55,000 


Other information: 

(1) 10% is to be written off Plant and Machinery; Rb. SOO Is to be written off 
Prdiminary Expenses. 

(2) Stock on Slst December, 1963, was Rs. 95,000. 

(3) Provision for Bad Debts is to be maintained at 5% of the Debtors. 


tThese are really appropriations. 
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(4) Transfer Ss>20}000 to General Reserve. 

(5) Wages include a sum of Rs, 20,000 paid as compensation to workers injured 
in a series of accidents. 

- Prepare the Profit and Loss Account of the company for 1963 and its balance 
sheet as at December 31, 1963. 

Solution 


THE BETA COMPANY LTD. 


Dr. Trading and Profit & Loss Acconat for t]ie year ended Dec. 31,1963 Cr. 


Figures 
relating to 
preuious 
year 

Particulars 

Amount 

Rs. 

Figures 
relating to 
previous 
year 

Particulars 

Amount 

Rs. 


To Opening Stock 

To Purchases ,. 

To W^cs .. 

To Freight and 
Carriage .. 

To Gross Profit c/d.. 

II 


By Sales . ... 

By Closing Stock .. 

4,15,000 

95,000 



5,10,000 



5,10,000 


To Salaries 

To Director's Fees.. 
To Debenture 

Interest .. .. 

To Preliminary Ex¬ 
penses 

To General Expenses 
To Compensation to 
workers .. 

To Depreciation on 
Machinery .. 

To Provision for Bad 
Debts: 

Required 4,350 

Add Bad 

Debts 2,110 

14,500 

5,725 

16,000 

500 

16,035 

2O,O0O 

33,000 

’ 

By Gross Profit c/d.. 

1,72,020 


6,460 

Less 

Existing 

Prov. .. 3,500 

2,960 





To Net Profit c/d... 

60,500 

1,72,020 

. 


1,72,020 

' 

> To Interim Dividend 
To Transfer to 
General Reserve .. 
To Balance b/d .. 

37.500 

20,000 

17.500 


By-Balance b/d 

By Net Pmfit b/d.. 

14,500 

60,500, 



75,000 



75,()00 





By Balance b/d 






















EI.EMKNTS OF BOOK-KEEPINO AND ACCOUNTANCY 


m 


BAI-ANOK SUEt;T OF BETA GOMP-iVNY LTD., AS AT DECEMBER 31, 1963 


(not in form) 


Liabilities 


Rs. 

Assets 

Rs. 

Share Capital: 



Fisted Assets: 


Authorised: 60,000 

diare.s of 


Goodwill.. . 25,000 


Rs. 10 each .. 

• » • • 

6,00,000 

Premises .. .. 3,00,000 


Issued & Subscribed 



Plant & Macliincry 


Paid up: 40*000 shares of Ks. 10 


3,20,000 


each fully called 

* * » • 

4,00,000 

Less Dcp. 23,000 2,97,000 


Less calls in arreer 


7,500 






Fisturcs .. .. 7,200 

6,29,200 



3,92,500 



General Reserve: 



Current Assets: 


Balance b/d 

25,000 


.Stock .. .. 95,000 


Addition .. 

20,000 

45,000 

Sundry .. 





Debtor! 07,000 


Profit & Lo.ss A/c 

(balance) 

17,500 

Less prov. 


6% Debentures 

3,00,000 


ibr Bad 


Add Interest 



Debts .. 4,351) 82,650 


due and 





Outatandinij 

9,000 

3,09,000 

Cash in hand .. 750 





Cash at Bank .. 39,900 

2,18,300 

Current Liabilities i 

* . • . 




Sundry 



Preliminary Expenses 

4,500 

Creditors .. .. 

50,000 




Bilb Payable 

30,300 

08,000 




0,52,000 


8,52,000 


The Profit and Los.s Account can also be presented as follows; 


THE BETA COMPANY LTD. 


Profit and Loss Account for the year ended 31»t Dec. 1963 


Figures 
relating 
to the 
preaious 
year 

Particulars 

Amotinl 

Rs. 

Figures 
relating 
te the 
previous 
year 

Partieulars 

Amount 

Rs. 


To Opening Stock 

To Purchases 

To Wagea 

To Freight a:id 
Carriage 

To Salaries 

To Directors’ Fees., 
To Debenture In¬ 
terest 

To Preliminary Ex¬ 
penses 

To General Expenses 
To Compecuation to 
workers .. 

To Depreciation on 
Machinery 

75,000 

1,85,000 

64,865 

13,115 

14,500 

5,725 

18,000 

500 

16,835 

20,000 

33,000 


By Sales 

By Closing Stock 

4,15,000 

95,000 
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Profit and Loss Account for the year ended 31st Dec. 1963 


Figures 
relating 
to the 
previous 
year 

Parlkulars 

Amount 

Rs. 

Figures 
relating 
tv the 
previous 
year 

Particulars 

Amount 

Rs. 


To Provision for 

Bad Uebts- 
Required 4,350 
Add Bad 

Debta .. 2,110 






6,460 






Less Exist¬ 
ing Prov. 3,500 

2,960 





To Balance c/d 
being net profit .. 

60,500 






5,10,000 



5,10,000 


To General Reserve 
—Transfer 

To Interim Dividend 
To Balance c/d ,, 

W1 


By Balance b/d 

By Net Profit 

14.500 

60.500 


< 

75,000 



75,000 





By Balance b/d 

17,500 


Special Points 


While preparing the final accounts of joint stock companies, the student (specially 
the examinee) will do well to remember the following points: 

(а) The cost of issue of debentures or shares, underwriting commission and 
discount on issue of shares and debentures should not be written off unless 
there are instructions to this effect. The balance not written off will appear 
in the balance sheet. However, if debentures or preference shares arc due 
to be redeemed, the cost of underwriting commission paid on issue of such 
debentures or preference shares together with the discount allowed thereon 
should be written off by the time of redemption. Suppose the Discount on 
Issue of Debentures stands at Rs. 30,000 and the Debentures are to be redeemed 
in six years. In such a case 1/6 of the Discount, viz., Rs. 5,000, should be written 
off. Rs. 5,000 will be transferred to the Profit and Loss, Account and the 
remaining balance in the Discount on Debentures Account will appear 
in the Balance Sheet. 

(б) Preliminary Expenses should be written off only under instructions. The 
amount not yet written off appears in the Balance Sheet. (Preliminary expenses 
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are those expenses which arc incurred to establish the company and include 
expenses for the preparation, printing and publishing of Memorandum and 
Articles of Association and the Prospectus and also include registration 
expenses). 

(ff) Interest for the full year should be debited to the Profit and Loss Acco unt 
in respect of Debentures or otho- loans. Suppose the company has issued 
7% Ks. 3,00,000 Debentures. The amiual interest comes to Rs. 21,000. 

If the books show that Rs. 10,500 ha.-* been paid, it means that Rs. 10,500 is 
still due for payment. A liability for this amount should be created by debiting 
Debentures Interest Account and crediting Debenture Interest Outstanding 
Account. The latter account will appear in the Balance Sheet along with 
Debentures. 

Mots; If the due date for payment of interest has aheady arrived, the amount 
unpaid will be “Due and Outstanding**. But if the due date falls 
in the next financial year, the amount due up to the close of the 
present financial year will be “accrued**. In that case, the amount 
that has accrued will be shown under “Current Liabilities*’. 

(d) Treatment as recommended in (e) above is also necessary in respect of invest¬ 
ments held by the company (excluding shares). This means that if the company 
has not yet recorded interest which it has earned, suitable entry should be 
passed to record this asset and income. 

(<) Any unusual item should be shown separately in the Profit and Loss Account. 
For example, if it is found that additional depreciation has to be provided 
for in respect of the previous year to the extent of Rs, 25,000, the figure should 
be placed on the debit side of Profit and Loss Account as a separate item; 
and the correct depreciation for the current year should, of course, be debited 
to the Profit and Loss Account. 

(f) Special attention should be paid to managerial remuneration. The law lays 
down certain maximum limits beyond which the remuneration can be paid 
only with the permission of the Central Government. Total remuneration 
for all managerial personnel (directors, managing director, manager, managing 
agent and secretaries and treasurers) cannot exceed 11% of the net profit. 
With the permission of the Central Government it may be Rs, 50,000 m case 
profits are not adequate. For the manager or managing director or whole 
time director, the maximum remuneration is 5% of net profit; for the managing 
agent it is 10% and for secretaries and treasurers it is 7^%, Part-time 
directors can get only 1% if the company has any of the personnel mentioned 
above and 3% if there is no such personnel. 

For the purpose of calculating managerial remuneration, net profits hayc been 
defined in sections 349, 350 and 351 of the Companies Act. Broadly speaking, the defiifi-;' 
tion adopts the accountancy meaning of profits before income tax. 

(Jl) D^rcciation, strictly speaking, need not be written off or provided. 
companies will, however, refuse to provide for depreciation. A 
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be pven in the Profit and Loss Account if depreciation is not written offer 
provided for. 

However, the Companies Act prohibits a company from declaring dwidends unless depreeia- 
don is provided for on fixed assets. The amount to be provided for will be determined: («) 
according to the provisions of the Income Tax Act or (i) by dividing 95?/o of the amount 
of the asset by its life, or (c) according to a method approved by the Gcntral Government. 
If the asset is sold or discarded, the difference between its written down value and the 
amount realised (if any) must be provided for before dividend is declared. Not only 
has current year’s depreciation to be provided for, but depreciation not provided for the 
years after the commencement of the Companies (Amendment) Act of 1960 or loss 
occurring in such years must also be deducted before dividend can be declared. It 
should be noted that these provisions will not apply if the company does not wish to 
declare a dividend. 

(A) Dividends to be paid by the company should be paid on the amount actually 
received by the company and for this purpose the period of time should 
also be taken into account. Suppose the company has issued 10,000 shares 
of Rs. 100 each, Rs. 70 paid. Rs. 30 was called and paid on 1st July, one 
shareholder holding 500 shares failing to pay. If 10% dividend is to be paid, 
the amount will be (accounts dosed on Slst Dec.): Rs. 

10% on Ra.7,00,000 for 6 months up to 30th June .. .. 35,000 

10% on Rs. 9,85,000 for 6 months after 1st July. 49,350, 

84,350 


Dividends paid by the company are appropriation or distribution of profits. 
Dividends are dedared by the company in a general meeting on the recommendation of 
directors. At the time of closing the accounts, the amount as recommended is called 
“Proposed Dividend”. This is debited to the Profit and Loss Account and credited 
to “Proposed Dividend Account” and shown in the Balance Sheet. Sometimes, the 
directors pay a dividend for a year even before the year doses. Such a dividend is 
known as Interim Dividend. Later, the company may declare an additional dividend. 
That will be known as Final Dividend. 

Provisions, Reserves and Reserve Ponds 

If an amount is payable in the future and the figure is exact, it is a liability. For 
instance, December’s wages, totalling Rs. 15,960, payable on 31st December, are actually 
pdd on 7th January, 1961, On 31st December, the company will debit Wages Account 
and Wages Outstanding Account. This entry creates a definite liability. But if the amount 
in respect of a liability or expected lots is not certain, an estimated amount will be set 
aside by debiting Profit and Loss Account and creating a suitable Provision Account, 
For example, income tax is certainly payable in respect of current year’s profits but 
the exact amount will, not be known for quite some time. The, amount will, bP .estintS.ted 
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and credited to “Provision, for Income Tax Account”. Tire debit will, of course, be to 
the Profit and Loss Account, 

Reserves arc amounts set aside out of profits and arc accumulated profits. In decid¬ 
ing to create a reserve, the company decides not to use up part of its profits. It will debit 
the Profit and Loss (Appropriation) Account and credit a "Reserve” Account. If a “pro¬ 
vision” contains more than the proper amount, the excess will be "reserve”. Suppose, 
the Provision for Bad Debts shows a credit of Rs. 50,000, it is thought that only Rs. 20,000 
is sufficient to meet expected bad debts. Rs. 30,000 will be treated as reserve and 
shown on the liability side of the Balance .Sheet under "Reserves and Surplus” 
and only Rs. 20,000 will be deducted from Sundry Debtors as Provision for 
Bad Debts. 

Reserves are created with the following objects: 

(a) to provide funds for expansion; 

(i) to ensure better financial position; 

(c) redemption of liabilities; 

(d) meeting unforeseen contingencies; and 

(«) making dividends uniform from year to year. 

(The name may be Dividend Equalization Reserve). 

If reserves are invested in outside securities and such securities are earmarked 
for the particular purpose denoted by the reserve, the reseivc will be called "Itesem 
Fund", A company will invest the funds outside only if (1) ready cash is necessary 
on a certain date or (2) the funds cannot be profitably invested in the business 
itself. 

Secret Reserves are reserves which the company does not disclose in the balance 
sheet. Such reserves are created only by suppressing profits. The usual ways arc: 

(i) undervaluing stock; 

(ii) providing excessive depreciation; 

(iii) writing off capital expenditure as revenue expense; 

(iv) not taking into account incomes earned but not yet received; and 

(v) treating income as a liability. 

Secret reserves are illegal because if secret reserves are created the Company’s 
Profit and Loss Account and Balance Sheet will not exhibit a true and fair view; the view 
will be much worse than what it really is. 

Hidden or Undisclosed Reserves are reserves which arc created out of profits but are. 
not clearly shown as .such in the Balance Sheet. For example, General Reserve 
may be shown as “Miscellaneous Accounts”. Hidden reserves arc also not legal 
these days. Companies are required to prepare their Balance Sheets without 
concealing things. 

Profit Prior to Incorporation 

Sometimes a company takes over a running business from a certain date but is 
itself incorporated at a late date. Profit accruing after the date of the take-over belongs 
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to the company (which will also have to bear the loss that might arise). Suppose the 
business of M/s. A & B is taken over by New Go.. Ltd., as from 1st January, 1964 The 
company is incorporated on 1st April. 1964. The profit (or loss) arising after the 1st 
January, 1964, will be company’s profit (or loss). But the profit up to 1st April, 1964, is a 
special kind, of profit because it is earned even before the company is born. The profit 
for this period is called capital profit and is not available for distribution as dividend 
and is called “Profit Prior to Incorporation”. One remembers that a public company 
cannot commence business till it receives a “certificate for commencement of business”. 
In case of such companies the term “Profit Prior to Incorporation” will mean profiti 
up to the date of commencement of business. 

In order to arrive at the correct figure of profit, stock should be taken on the date 
of incorporation (or commencement of busbess). But this is bconvenient. Therefore, 
the Profit and Loss Account is usually prepared for the full fin ancial year of the company 
and then allocation is made between the two periods —^prior to bcorporation and after 
incorporation. The allocation is made on the following basis: 

(a) Gross Profit is allocated accordbg to sales in the two periods sbec gross 
profit is obviously dependent on turnover. 

(A) Expenses that are related to time, rent, salaries etc., should be allocated b 
the ratio of the two periods. 

(c) Expenses that are concerned with sales, such as commission to agents, carriage 
outwards, etc., should be allocated b the ratio of sales. 

(fif) Expenses that arise only after the formation of the company (or in respect 
of it) should be allocated wholly to the post-bcorporation perbd. ' 

(e) Total of expenses deducted from gross profit will give profit (or loss). The 
profit after the bcorporation is revenue profit. That arisbg before the in¬ 
corporation is capital profit and has to be transferred to Profit Prior to In¬ 
corporation Account. If there is a loss it should be debited to Capital Reserve 
or Goodwill as the case may be. 


Dlustratioii 96 


Newdcals Ltd., took over the business of M/s Seth 8c Shah as from 1st October, 
1963. It was incorporated on 1st January, 1964, but received the certificate of commence¬ 
ment of busbees on 1st February, 1964. From the foUowbg figures relating to the year' 
ended 30th September, 1964, ascertab the profit (or loss) prior to incorporation. 

(1) Gross Profit, Rs. I,20j000; Total Sales, Rs. 5,00,000 out of which Bj. 1,00,000 
relate to the period up to 1st January, 1964. Durbg January the sale was 
Rs. 25,000. 

(2) Expenses charged to the Profit and Loss Account . , Rs. 


.Salaries .. ' .. 

Rent .. 

Coimnissbn Qn . Ss(les , .. 

I I j 'f -I ii . 


.. 18,000 
... : fOjOOO/, ' 
''"15,o66 


1 vv 


i ,.,’S ..' 
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Freight Outwards 
Depreciation 
Advertising 
Director’s Fees .. 
Audit Fees 
General Expenses 
Preliminary Expenses 


Rs. 

10,000 

15,000 

6,000 

1.500 
2,000 

4.500 
1,000 


Solution 

^1) Turnover upto 1st February, 1963, is Rs. 1,25,000 and after that date it is 
Rs. 3,75,000. The ratio, therefore, is 1; 3. 

(2) The number of months up to 1st February, 1963, is 4 and after 1st February, 
1963, it is 8. The ratio therefore, is 1 : 2. 


Statument Showing Allocation of Frofita 



Bash 

Prior to 
Incorporation 

AJUr 

Incorporation 

Dr. 

Rs. 

Cr. 

Rs. 

Dr. 

Rs. 

Or. 

Rs. 

Gross Profit . 

Rent .. .. .. .. 4 . 

Commission on Sales. 

Freight^ Outwards . 

Depreciation .. .. .. .. 

Advertising . 

Directors’ Fees. 

Audit Fees . 

General Expenses . 

Preliminary Expenses. 

Profit . 

Sales 

Time 

Time 

Sales 

Sales 

Time 

Sales 

Time 

1 n 

11 

30,000 

1 » 
III 1 

ipi 

III 

[ii 

11 

III 

III 

f 1 

90,000 

30,000 

30,000 

90,000 

90,000 






Profit prior to incorporation is Rs. 7,750. 


Balance Sheet 

As in other institutions the function of the balance sheet in companies also is to 
give a picture of the financial position of the company on the date of its preparation. 
Like the profit and loss account, it must also be drawn up on a true and fair basis. It 
must carry a true and fair idea of the financial state of aflfairs of the company and not 
better than what it is nor worse than the actual position. Window dressing and secret 
reserves are both forbidden. The emphasis is on giving information rather than hiding 
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The Companies Act prescribes the form of the balance sheet (Part I of Schedule 
VI) ■ We give below the contents of the form in outline for ready comprehension: 

Balance Sheet of. a-s at 


Pigitrts for 
tht Preoious 
Tear 

Rs. 

Liabilities 

Figures for 
the Current 
Tear 

Rs. 

Figures for 
the Preoious 
Tear 

Rs. 

Assets 

Figures for 
the Current 
Tear 

Rs. 


Sbare Capital: 
Authorized 

Issued 

Subscribed _ .. 

Less Galls unpaid 
Reserves & Surplus 
Capital Reserves ,. 
Capital Redemption 
Reserve .. 

Share Premium 

A/c. 

Other Reserves ,. 
Any other Reserve 
created out of net 
proht 

noflt & Loss A/e. 
Proposed addition 
to reserves 

Sinking Funds 
Secured Loans 
Debentures, Loans 
& Advances from 
Banks 

Loans, & Advances 
from subscribers 
Other Loans & 
Advances 

Unsecured Loans 
Fixed Deposits 

Loans & Advances 
from subscribers 
Short Term Loans 
& Advances from 
Banks 
from others 

Other Loans & 
Advances firom 
Banks 
from others 

Current Liabilities 
and Provisions 
Acceptances 

Sunoiy Creditors 
Subsidiary 
Companies 

Advance Payments 
and Unexpired 
Discounts ^ - ■ 
Unclaimed Divi¬ 
dends 



Fixed Assets: 

Goodwill 

Land 

Buildings .. 
Leasehmds 

Railway sidings .. 
Plant & Machinery 
Furniture & Fittings 
Development of 
Property .. 

Patents 

. Trade Marks .. 

8t Designs 

Live Stock 

Vehicles etc. .. 

Investments 
Government or 

Trust Securities.. 
Shares or Deben¬ 
tures or Bonds .. 
Immovable Pro¬ 
perties .. .. 

Current Assets, 
Loans & Advances 

A. Current Assets; 
Interest accrued 

on investments 
Stores & Spare 
Parts .. 

Loose Tools 

Stock in trade 
Work in progress 
Sundry Debtors 
Debts outstand¬ 
ing for a period 
exceeding 6 
months 

Other debts 

Less Provision .. 
Cash in hand .. 
Cash at sche¬ 
duled Bank .. 
Cash at non- 
scheduled banks 

B. Loans and 

Advances 
Advances & 

Loans to sub¬ 
sidiaries 

■ 
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Figures for 
the Freuious 
Year 

Rs. 


! 




1 

Other Liabilities 
Interest accrued 
and accruing on 
secured loans 
Interest accrued 
and accruing on 
unsecured loans .. 

B. Provisions 
Provision for 
Tavation 
Proposed 

Dividends 

For contingen¬ 
cies 

For Provident 
Fund Scheme ,, 
For Insurance, 
Pension and 
similar stad 
benefit schemes 
Othei Provisions 
Footnote to be 
added for 

(1) Claims againt the 
company not 
acknowledged as 
debts 

(2) Uncalled liability 

on shares partly 
paid .. ., 

(3) Arrears of fixed 
cumulative divi¬ 
dends .. 

(4) Estimated amo¬ 
unt of contracts 
remaining to be 
executed on 
Capital Ale. and 
not provided for 

(5) Other money for 
which the com¬ 
pany is contin¬ 
gently liable .. 



Bills of Exchange 
Ad^ inces 
recoverable in 
cash or in hind 
or for value to be 
received 

Balance on 
current account 
with Managing 
Agent or Secre¬ 
taries and 
Treasurers 
Balance with 
Customs, Port 
Trust etc. .. 

Miscellaneous 
Expenditure (to 
the extent not 
written off) ., 
Preliminary .. 
Expenses 
Expenses in¬ 
cluding Com¬ 
mission or Bro¬ 
kerage on under¬ 
writing or sub¬ 
scription of 
shares or deben¬ 
tures .. 
Discount allowed 
on the issue of 
glares or deben¬ 
tures .. 

Interest paid out 
of capital during 
construction 
Development 
Expenditure not 
adjusted 

Other items 

Profit & Loss A/c. 
Loss brought 
forward 

Less Reserves 
set off .. .. 



Illustration 97 

Alfa Co., Ltd,, was registered with a nominal capital of Rs. 1,00,000 consisting 
of 500 8% Cumulative Preference shares of Rs, 100 each and 5,000 Ordinary shares of 
Rs., 10 each, issued at Rs. 12 each. The whole of this capital was issued and fully called up. 
The undenpentioned' balances were extracted from the books of the company on 31st 
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December, 1964. You arc required to prepare the Profit and Loss Account and tlie Balance 
Sheet of the company after making the necessary adjustments. 
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ihgures 
for 1963 
Rs. 


Profit and Loss Account of Alfa Go., Ltd., 
FOR THE Year ended 31st December, 1964- 

Figures 

Liabilities 


To Opening Stock of 
Raw Material 12,600| 

Work in Pro- 
gres( 1,600| 

Finuhed 

goods _9,40Q| 

[To Purchases of 
Raw Material 
iTo Wages 23,800 

Add Out¬ 
standing 1,900 | 

To Power 
To Gross Profit c/d 


ITo Salaries 
Add Out- 


Amounl 

Ri. 


16,S00 


23,600 

1,24,300 

25,700 

740 

96,620 

'2,70,960 


standing 1,500 

18,000 

To Rates & Taxes 

To Interest on 

3,000 

Debentures 

To Insurance 3,600 
Less Unexpired 

1,000 

Insurance 300 

To Advertising 

3,300 

Expenses 

To Directors' Fees 

To Preliminary 
Expenses 8,000 

Less Amount 
carried 

5,000 

3,500 

forward 6,000 

2,000 

To Discount 

To Miscellaneous 
Office 

400 

Expenses 

To Depreciation on: 
Land and 

Buildings 2,500 

Plant and 

Machinery 6,000 

Vehicles 7,000 

Furniture 

24,200 

& Fittings GOO 

16,100 

To Bad Debts 

To Provision 
for Bad 

Debts 1,000 

Less Old 

600 

Provision OOC 

To Net Profit 
transferred to 
Appropriation 

200 

A/c 

20,870 

98,170 


for 1963 
Rs. 


Assets 


Uy Sales 

By Closing Stock of 
Raw Material 10,400| 
|Work in pro¬ 
gress 1,S60| 

Finished 
goods B,350| 


By Gross Profit b/d 
By Share Transfer 
Fees 

By Discount 


Amount 

Rs. 




20,3i0 


2.70,960 


96,620 

200 
1,350 ' 


98,170 
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Profit and liOas Appropriation Account 


To Preference Diyidend 

To Ordinary Dividend 

To Balance as shown in 

Balance Sheet of the year 

[■£911 

■QniSw 

By Balance b/d 

By Net Profit of the year 



37,710 


37,710 


Balance Sheet op Alfa Co., Ltd., 
AS ON 31st December, 1964 


Share Coital 

Rs. 

Fixed Assets 

Rs. 

Authorized: 


Goodwill 

7,000 

500 8% Cumulative Preference 


Land & Building 50,000 


Shines of Rs. 100 each 


Less DepreciaBon 2^500 

47,500 

5,000 Ordinary Shares of 


Plant & Machinery 60,000 


Rs. 10 each 


Less Depreciation 6,000 

54,000 


1,00,000 

Furniture & Fittings 6,000 


Issued & Subscribed 


Less Depreciation 600 

5,400 

500 8% Cumulative Preference 


Patents 

SOO 

Shares ofRs. 100 each 


Vehicles 35,000 


fully called up 

30,000 

Less Depreciation 7,000 

28,000 

5,000 Ordinary Shares of 


Current Assets, Loans and 


Rs. 10 each fully 


Advances 


called up 50,000 


A. Current Assets 


Leas calls in 


Stock of raw material 

10,400 

arrear 500 

49,300 

Stock of finished goods 

8,350 



Work in progress 

1,560 



Sundry Debtors 20,000 


Reserves and Surplus 


Less Provision 


Share Premium Account 


for Bad Debts 1,000 

19,000 

General Reserve 






Cash at Bank 

16,000 

Surplus i.c,, credit balance 


Cash in hand 

1,790 

of Profit & Loss Appro- 


B. Loms & Advances 


priation Account 


Bills of Exchange 

3,000 

Secured Loan 


Unexpired Insurance 

300 

Debentures 


Miscellaneous Expenditure 


Current Liabtiities 


Preliminary Expenses 

6,000 

Acceptances 




Sundry Creditors 




Wages Outstanding 




Salaries Outstanding 




Rs.. 

1,98,800 

Rs.. 

1,98,800 


Issue of Bonus Shares 

I Bonus shares are shares issued without payment to the membersn Bonus issue may 
take the form of making partly paid shares fully paid without requiring members to pay 
the calls or of issuing new fully paid shares. Bonus share issue takes the place of cash 
dividend and is chiefly meant to conserve the working capital. It is also called capitaliza¬ 
tion of reserves. One advantage, in addition to keeping the working capital intact, is that 
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it converts reserves into capital and thus a better picture will be available of the capital 
needed to earn the profit that the company is earning. The shareholder may gain sub¬ 
stantially if the company viaintains the rate of dividend. Then the shareholder will either 
get higher yield in future or get an asset of value which can be converted into facE by 
sale in the market. But if the company reduces the dividend per share after the bonus 
issue, the shareholder’s gain will be small. 

A bonus issue can be made out of profits, revenue or capital, share premium or 
capital redemption reserve account. 

The amount concerned should be; 

(i) debited to one or more of these accounts and credited to Bonus to Share¬ 
holders’ Account. Then, 

(ii) Bonus to Shareholders’ Account should be debited and Share Capital Account 
credited. 

If the bonus is to be applied towards making partly paid shares fully paid, the 
following three entries will be necessary: 


(i) General Reserve or 


Profit & Loss Account 

Dr. 

The amount 

of 

To Bonus to Shareholders A/c 


the bonus 


(ii) Share Call Account 

Dr. 

Amount due 

on 

To Share Capital A/c 


shares 


(iii) Bonus to Shareholders A/c 

Dr. 

Application 

of 

Ts Share Call A/c 


bonus towards 



the call. 



It should be remembered that Share Premium Account or Capital Redemption 
Reserve Account cannot be used for making partly paid shares fully paid. 

In the balance sheet the number of shares issued as bonus shares should be shown 
as a note below the Share Capital. 

niustration 98 

Success Ltd., has the following balance sheet as at December 31, 1964: 

Capital: Rs. Rs. 

Authorized 15,000 shares of Rs. 100 


each 

« • * • 

15,00,000 Sundry Assets 

17,90,000 

Issued, Subscribed and 
8,000 shares of Rs, 
Rs, 80 paid 

paid up 
100 each 

« f ^ * 

6,40,000 


Share Premium A/c 

• « (I 

2,00,000 


General Reserve .. 

t 1 » • 

7,50,000 


Sundry Creditors .. 

f p t t 

2,00,000 




17,90,000 

17,90,000 
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The company decided to apply the Share Premium Account (to the extent permit¬ 
ted by law) and Reserve to firstly making the issued shares fully psud and then to issue 
fully paid bonus shares on the basis of one for two held. Give journal entries and balance 
sheet after the bonus issue. 


Solution 


1964 , 
Dec. 


31 


Journal Dr. Gr. 


General Reserve 

To Bonus to Shareholders A/c 

Amount required for 8,000 shares 

Rs. 80 paid to be made fully paid. 

Dr. 


Rs. 

1,60,000 

Rs. 

1,60,000 

Share Premium Account 

General Reserve 

To Bonus to Shareholders A/c 

4,000 shares (one for two held) of 

Rs 100 each to be issued as'Bonus 
Share, Share Premium Account 
utilized fully, 

Dr. 

Dr. 


2,00,000 

2,00,000 

4,00,000 

Share Call Account 

To Share Capital Account 

Amount due on 8,000 shares 
at Rs. 20 each. 

Dr. 


1,60,000 

1,60,000 

Bonus to Shareholders A/c 

To Share Call Account 

To Share Capital A/c 

The bonus applied to the call and 
to issue of4,000 fully paid 
shares. 

Drs 


5,60,000 

1,60,000 

4,00,000 


Balance Sheet 


Share Capital 

Authorued 15,000 shares 
ofRs. 100 eat^ 


1 Sundry Assets 

— 

17,90,000 

Issued, Subscribed & 

Paid up 12,000 shares 
ofRs. 100 each 
(Out of the above 

4,000 shares were 
issued as bonus shares 
out of Share Premium 
and General Reserve) Rs. 

Share Premium A/C 2,00,000 

Less utilized 
for issue of 

bonus shares 2,00,000 

12,00,000 

1 

■' 

' 

General Reserve 7,50,000 

Less utilized 
for bonus to 

shat^olders. 3,60,000', 

' .3,90,000 

1 ' 

1 

Suneb^ Creditors 

2^00,000 



'' 

17,90,000 


-17,90,000 
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Reorganization and Reduction of Share Capital 

Depending upon the Articles of Association a company may reorganize or reduce 
the capital by a resolution in the sliareholders’ meeting in the following manner; 

(a) Cancel shares which have not yet been issued. 

(b) Subdivide shares of higher denomination into shares with lower denomination 
For example, a share of Rs. 100 each may be subdivided into 10 shares of 
Rs. 10 each. The amount of the capital is jiot affected. The subdivision is 
usually recorded by an entry: 

Sluu-e Capital A/c (Rs. 100 each) Dr. 

To .Shaic Capital A/c (Rs. 10 each) 

(c) Consolidate shares of lower denomination into shares of higher denomina¬ 
tion. For instance, 10 shares of Rs. 10 each may be consolidated into one share 
of Rs. 100 each. This also leaves the amount of Share Capital unchanged. 

The entry to be passed is; 

Shan Capital Ajc {Rs, lo each) Dr. 

To Shan Capital Ajc {Rs. too each) 

A company may also convert fully paid shares into sliare warrants, The namo. of 
shareholders then do not appear in the Members’ Register and shares can be transferred 
by mere delivery of the share warrant. Share warrants can be reconverted mto 
shares. 

Sanction of the Court is necessary for the following types of reduction of share 
capital: 

(a) Returning part of the share capital to shareholders (except in case of Redeem¬ 
able Preference Shares, which has been discussed already), 

(b) Remitting the liability for uncalled amount on shares, i.e., declaring that the 
shareholders will not be called upon to pay the amount still due on shares. 
This does not apply lo pai'tly paid shares being made fully paid through 
declaration of a bonus. 

(c) Cancelling part of the paid up shares in order to write off accumulated losses, 
fictitious assets, etc. 

Reduction of capital is resorted to usually to wipe off the fictitious assets, over¬ 
valuation of assets and other losses. One should remember that in case of companies a 
loss is not debited to the Capital Account automatically. It has to be shown separately 
until the Court allows a reduedon of capital. 

The entries to be passed are; 

(i) Dehit Shan Capital Account with the amount 

Credit Capital Reduction A/c reduced. 

(ii) Debit Capital Reduction Ajc with the amounts 

Credit P & L Ale and to be written off, 

other fetitious assets etc. 

If after writing off losses and fictitious assets and removing the overvaluation of 
assets a balance still remains in the Capital Reduction Account, it should be transferred 
to the Capital Reserve Account. Debit balance in the Profit and Loss Account and other 
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fictitious assots (including Goodwill) should be written off even in the absence of instruc¬ 
tions. 

A company which has undergone a scheme of capital reduction may be ordered to 
use the words “And Reduced" as part of its name for five years. If there is no order, these 
words should not be added to the name. But, for five years, the fixed assets must be shown 
in the balance sheet so as to show the amount written off under the reconstruction scheme. 

Ulnstratlon 99 


Poor Ltd., had the following balance sheet as at 30th September, 1964: 


Liabilities 

Ks. 

Assets 

-ET" 

10,000 shares of 

Rs. 100 each fully 
paid .. 

.. 10,00,000 

Land Buildings .. 
Machinery .. 

Patents 

3,00,000 

4,00,000 

50,000 

6% Debentures 

.. 3,00,000 

Stock . 

.. 1,50,000 

Sundiy Creditors 

.. 2,00,000 

Sundry Debtors 

1,00,000 

15,00,000 

Cash . 

Cost of issue of 
Debentures 

Profit & Loss A/c .. 

1,000 

15,000 
.. 4,84,000 

15,00,000 


The court sanctioned a scheme of reconstruction which included the following 
among other things; 

(1) Each share to be reduced to a share of Rs, 30 each. 

(2) Machinery Account to be reduced to Rs. 3,00,000, Patents to Rs, 10,000 and 
Stock to Rs. 1,00,000. 

Pass journal entries and show balance sheet after the scheme has been carried 

out. 


Solution 


Journal 


I553r 

Sept. 


30 


Share Capital Account 
To Capital Reduction Ale 
Rs 70 per share cancelled on 
10,000 shares as jjer Recon¬ 
struction scheme. 


Capital Reduction A/c 
To Profit & Loss A/c 
To Cost of Issue of 
Debentures A/c 
To- Machinery A/c 
To Patents A/c 
To Stock A/c 

To Capital Reserve A/o 

Capital Reduction Account utilized 
to write off the P & L A/c, ^ 
cost of issue of Debentures and 
to remove overvaluation of 
assets, balance credited to 
Capital Reserve__ 



Dr. 

Cr. 

Dr. 


Rs. 

7,00,000 

Rs. 

7,00,000 

Dr. 


7,00,000 

4,84,000 




15,000 
1,00,000 
40,000 
50,000 
11 000 
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Balance Sheet op Poor Ltd., as at September 30, 1964 


Share Capital; 

10,000 shares of 

Rs, 30 each . 

Rs. 

3,00,000 

Land & Buildings 
Machinery 

Less written 

Capital Reserve . 

11,000 

off under 

6% Delientures . 

3.00,000 

Reconstruc- 

Sundry Creditors . 

2,00,000 

tion scheme 


8,11,000 

Patents 

Less written 
off under 
Reconstruc¬ 
tion scheme 

Stock 

Sundry Debtors 

Cash 


Ks. 

4,oo‘6oo 

1,00,000 

so^ 

40,000 


K9. 

3,00,000 


3,00,000 


10,000 

1,00,000 

1,00,000 

1,000 

8,11,000 


Exercise XVU 

1. Define a company and describe various types of companies. 

2. What is a Memorandum of Association ? How does it differ from 
Articles of Association? State the contents of the Memoi'andum of Association. 

3. What do you understand by a shai‘e in a company? Name and explain 
the different types of shares that a company may issue. 

4. Name and explain the various types of debentures that can be issued 
by a joint stock company. 

5. Goodluck Co,, offers to the public 10,000 shares of Rs. 25 each, payable 
as follows: 

On application.. .. Rs. 5 

On allotment .. .. .. .Rs. 10 

On First Call .'.Rs, 5 

On Second & Final Call.Rs. 5 

The applications totalled 8,000 shares. All applications were accepted. 
The directors made only the first call. All moneys due have been received. Give 
journal entries, ledger accounts and balance sheet. 

6. Best Ltd., issued 5,000 Equity Shares of Rs. 10 each and 250 Preference 


Shares of Rs, 100 each payable as under: 

Equity Ptefmm 

Shares Shares 

On application .. .Rs. 2 25 

On allotment made on 1st March ,, .. Rs. 3 50 

On First Call made on 1st July ... , ,, Rs. 2.50P 25 


On Second & Final Call made on lat November Rs, 2 >50? — 

The public applied for 4,000 Eqiuty Shares and 200 Preference Shares. 
These Shares were allotted. The directors made all the calls. Shareholders holding 
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100 Equity Shares failed to pay the last call. Give journal entries and show the 
necessary ledger accounts. 

7. Greenfield Ltd., issued 1,000 Preference Shares of Rs. 10 each at a premium 
of Re. 1 per share payable Rs, 2 per share on application, Rs. 6 (including premium) 
per share on allotment and Rs. 3 on First and Final Gall. All the shares are subscribed 
by the public and money is duly received. 

Give journal entries to record the above transactions. 

8. Superfine Yarn Ltd., issued 4,000 Preference Shares of Rs. 10 each at 
a premium of Rs. 3 per share payable Rs. 3 per share on application, Rs, 5 (includmg 
premium) per share on allotment, Rs- 2,50P on Second and Final Gall. The shares 
were all subscribed and money was duly received except the First Gall money 
on 500 shares and Final Call money on 700 shares. 

Give the journal and cash book entries to record the aboye transactions. 

9. The Eastern Star Cycle Ltd., was registered with a capital of Rs. 10,00,000 
divided into 40,000 shares of Rs. 25 each. The company offered to the public for 
subscription 20,000 shares requiring Rs. 5 per share on application, Rs. 5 per share 
on allotment and Rs. 15 in two equal calls of Rs, 7.50P each. The company received 
applications for 23,200 shares. Applications for 2,000 shares were rejected altogether 
and application money was returned to the applicants. A person who applied for 
2,000 shares was allotted only 800 shares and excess of his application money was 
carried forward towards the payment of allotment and calls. 

Give journal entries to record the above issue of shares and show how it 
will be shown in the balance sheet. 

10. Bright Star Go. Ltd., was registered with a nominal capital of 
Rs. 1,00,000 in equity shares of Rs. 10 each. It offered to the public ,6,000 shwes 
for subscription. The applications were, however, received for 8,000 shares. The 
directors had to reject the applications for 1,000 shares and to return the money . 
received thereon. The application money received on the other 1,000 shares was 
adjusted to allotment account. The amount payable on shares was Rs. 2 per share 
on application, Rs. 3 per share on allotment and the balance on first and final 
call. One shareholder holding 50 shares failed to pay the call money and as a residt 
his shares were forfeited. 

Rass the necessary journal and cash book entries in the books of the company 
to record the above transactions. . . . ' 

11, A company was registered with a capital of Rs.5,00,000 divided into 
5,000 shares of Rs.lOO each. It offered to the public for subscription 2,500 shares 
at a premium of Rs. 10 per share, payable Rs. 25 per share on application, Rs. 35 
(including the premium) on edlptraent and the balance in two equal calls. 

It also'issued 500 debentures of Rs. 50 each at a discount ofRs. 2, full amount ^ 
being received with application. . j i ' 

AU shares and debentures were taken up by the p^ubl^c and monei^ W$s duly 
received except that onO shareholder ,hpl^g 10 shares failed tp pa^ 
and SjUbsequently his shares were forfdted. ■ T’- 
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Pass journal and cash book entries to record the above-mentioned 
transactions. 

12. Avon Go., Ltd., issued 500 debentures of Rs. 100 each at a premium 
of Rs. 5 each, payable Rs. 50 on application and Rs. 55 (including the premium) 
on allotment. 

Applications were received for 750 debentures. Allotment was made pro¬ 
portionately and excess money received along with applications was adjusted 
towards money payable on allotment. 

Pass journal and cash book entries to record the above-mentioned issue 
of debentures. 

13. Nil Look Go., Ltd., issued its prospectus on 1st February, 1965, inviting 
applications for 10,000 shares of Rs. 25 each, payable Rs. 5 per share on application, 
Rs. 5 per share on allotment and Rs. 15 per share one month after allotment. In 
addition, the company also issued Rs.1,00,000 8% Debentures at a premium of 5% 
payable as to 10% (including premium) on application and 95% on allotment. 

The above issues were all applied for and allotments were made on 1st 
March, 1965. The call moneys were also received e.xcept that one shareholder hold¬ 
ing 20 shares failed to pay the call money and On 1st May, the directors resolved 
to forfeit the shares. 

Give the journal enh-ies for the above transactions. 

14. A company issued 10,000 shares of Rs. 10 each at a premium of Rs. 2 
each, payable Rs. 2 per share on application, Rs. 4 (including the premium) on 
allotment, and Rs. 6 in two equal calls of Rs. 3 each. All the shares were subscribed 
to and money duly received except that the first call money was not received on 
30 shares and the second call money was not received on 40 shares. After the second 
call had been made and due notice served, all these 40 shares were forfeited. Later 
on, these shares were reissued for Rs. 8 each. 

Pass j'ournal and cash book entries necessary to record the above-mentioned 
transactions. Also prepare the necessary ledger accounts. 

15. pass journal entries to record the following issues of debentures: 

(a) Rs.2,00,000 worth of 7% Debentures at par repayable after five years 
at a premium of 5%. 

(A) 1,000 9% Mortgage Debentures of Rs. 100 each issued at a discount 
of 4%, payable at par after four years. 

(e) Rs. 50,000 6% Debentures cUvided into 500 Debentures of Rs. 100 each, 
issued at par but redeemable at a premium of 5%. 

(d) 12,500 Debentures of Rs. 100 each, issued at a discount of 5% but 
redeemable at a premium of 5%. 

16. West Bengal Trading Co., was registered with a nominal capital of 
Rs, 1,00,000 divided into 10,000 shares of Rs.lO each. It offered to the public 
for subscription 5,000 shares at a premium of Re. 1 per share, payable Rs. 2 per 
share on application, Rs. 3 (including premium) per share on allotment and the 
balance in two equal calls. 
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All the shares were taken by the public. 

Pass the necessary journal and cash book entries assuming that only the first call 
has been made so far but shareholders holding 200 shares have paid the second call 
money in advance. Also show the relevant position of Balance Sheet of the company. 

17. A limited company has a nominal capital of Rs. 2,50,000 divided into 
25,000 shares of Rs.lO each. Of these, 4,000 shares were issued as fully paid in pay¬ 
ment of buildiiig.s purchased. Out of the rest, 8,000 shares were subscribed for by 
the public. During the first year, Rs. 6 per share were called up, payable Rs. 2 per 
share on application, Rs, 2 per share on allotment, Re. 1 on first call and Re. 1 on 
second call. The amounts received in respect of these shares were as follows; 

On 6,000 shares, the full amount called. 

On 1,250 shares, Rs. 5 per share. 

On 750 shai-es, Rs. 4 per share. 

Tlic directors forfeited the 750 shares on which no call money had been received. 


Pass journal entries to record the above transactions. 

18. On l.st January, 1965, New Star Go., Ltd., was formed with an authorized 
capital of Rs. 2,20,000 divided into 2,000 shares of Rs .100 each to take over the 
business of an existing firm of partners. 700 shares were issued to seven partners for 
purchase considei'atlon of business. With a view to expanding the business and collec¬ 
ting more funds for the purpose, 1,000 shares were offered to pubUc at a prejmum of 
Rs. 5 each. Rs. 25 were made payable on application, Rs. 55 (including premium) on 
allotment and Ra. 25 on first and final call. Applications for 900 shares were received 
which were fully accepted. All the moneys were duly received except that call money on 
5 shares was not received. These shares were forfeited and later on issued for Rs. 70 ea^. 

Pass journal and cash book entries to record the above transactions. Also 

show the relevant, portions of Balance Sheet. 

19. On 1st January, 1959, Allright Ltd., company issued 6?/o Debmtures 
for Rs. 1,00,000. These have to be redeemed at the end of five years for which a 
sinking fund is established. 5% intetest is expected to be earned on mvestments. 
Sinking Fund Tables show that Re. 0.180975 invested every year for five years 

at will accumulate to Re. 1. v j . 

On 31st December, 1963, the Sinking Fund 
Rs. 73,500. On that date, the Bank Account showed a balance of 29,500 (before 
interest on Sinking Fund Investments). The Debentures were redeemed. 

Give iournal entries and ledger accoimts for the five years. 

2a On 31st December, 1964, the Balance Sheet of Prosperous Company 
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All the sliares were of Rs.lOO each fully paid up. On this date, the preference 
shares had to he redeemed at a premium of 5%. For this purpose, the company 
(whoso, authorized capital was Rs.lO lakhs) issued 1,000 equity shares of Rs.lOO pa o h 
at a premium of Rs. 20 per share, Rs. 50 being payable on application and Rs, 70 
(including premium) on allotment. All these shares were immediately subscribed 
and paid fer and the redemption was carried out. 

Give journal entries and Balance Sheet after redemption. 

21. From the following information, prepare a Trading and Profit and 
Loss Account for the year ended 31st December, 1965, and a Balance Sheet in 
proper form as on that date for Asia Trading Go., Ltd. 


Rs. 

Capital .. 10,00,000 

Authorized: 1,00,000 shares ofRs. 10 each 
Tasued, subscribed and fully called up: 

50,000 shares of Rs. 10 each 5,00,000 

Calls in orrear .. ., .. . 20,000 

5% Debentures. 2,00,000 

Interest on Debentures .. 10,000 

Creditors . . ,. 80.000 

Opening Stock. 2,50,000 

Furchaw . 4,30,000 

Sales. 5,30,000 

Establishment Expenses . 90.000 

Investments. .. .. . 5,00,000 

Dividends, Interest etc., from Investments .. .. .. 24,000 

Machinery .' . 1,00,000 

Miscellaneous Receipts . 60,000 

Furniture ,. .. ., ... .. . 18,000 

Miscellaneous Office Expenses . 1,030 

Rates, Taxes etc. 5,000 

Profit & Loss Account (Credit Balance) . 28,000 

General Reserve . '. 25,000 

Land and Buildings. 90,000 

Debtors.. 60,000 

Interim Dividend paid on 1st July, 1965 25,000 

Cash at Bunk. 67,970 


These are the following adjustments to be made: 

1. Outstanding liability for Establishment Charges, Rs. 9,250. 

2. Depreciation on Buildings @5%, Furniture @10% and Plant and 
Machinery @ 10%, 

3. Provision for bad debts @ 5% on all debtors. 

4. Transfer to General Reserve, Rs. 15,000. 

5. Closing Stock oa 31st December, 1965, Rs. 40,000, 

(4ns; Gross Profit, Via, 1,10,000, Net Profit, Rs. 59,420, Balance Sheet 

Rs. 8,56,670). 

22. Batliwala & Co., Ltd., has an authorized capital of Rs. 1,80,000 divided 
into 10,000 Ordinary Shares and 8,000 Preference Shares of Rsi 10 each. The following 
‘ is the list of balances extracted firom the books on Slst Decnnber, 1964. 
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Dr, Balances 

Rs. 

Ordinary CaIN in 

Arrears . 

.. 1,000 

Freehold Property 

.. 37,459 

plant fit Machinery’ .. 

.. 11,640 

Opening Stock .. 

., 22,189 

Preliminary Expenses .. 

., 2,645 

Sundry Debtor,! 

.. 59,823 

Preference Dividend 

Paid. 

.. 2,400 

Ordinary Dividend 

Paid .. . 

.. 2,500 

Directors' Fees. 

.. 3,120 

Salaries and other 

Office Expenses 

.. 16,720 

Purchases 

.. 1,21,943 

Goodwill . 

.. 10,000 

Debenture Interest 

500 

Rales & Insurance 

.. 573 

Cash in hand .. ., 

148 


Cr, Balarices Rs. 

Sundry Creditors . 22,224 

5% Debentures .. .. -. 20,000 

SWe Transfer Fees. 195 

Reserve Fund . 5,000 

Profit & Loss A/c: 

Balance on 31st 

December, 1963 . 5,446 

Sales . 1,49,795 

Capital: 

5,000 Ordinary 
shares of Rs. 10 

each .. .' ' .. 50,000 

4,000 Preference 

An nnn 


shares of Rs. 10 each ... 40,000 


The stock on 3Ut December, 1964, amounted to Rs. 23,042: Allow 5% 
for Depreciation on Plant and Machinery. Make a provision of Rs. 500 for bad 
and doubtful debts. Rs. 330 are to be written off Preliminary Expenses. Rates and 
Insurance paid in advance amount to Rs. 75—Debenture interest due to be paid 
is Rs. 500, 

Prepare Trading and Profit and Loss Account, and Ralance Sheet. 

(Ans: Gross Profit, Rs. 28,705; Net Profit, Rs. 0,150; Balance Sheet 

' Rs. 1,43,420), 

23. Brilliant Go., Ltd., had the following Balance Sheet on 31st December 


1965: 


Liabmiits 

Authorized Capital: 
20,000 shares of 
Rs. 100 each 
Issued & Subscribed 
Capital; 

10,000 shares of _ 
Rs, 100 each, Rs. 80 
paid up . . . 

Share Premium A/c 
General Raerve .. 
Sundry Creditors ■. 


Rs. 


20,00,000 


8,00,000 
1,00,000 
7,00,OOO 
2,00,000 

18,00,000 


Assets 


Sundry Assets 


Rs. 

18,00,000 


18,00,000 


decided to apply.the Share Premipm Abcount (to; Je weteRt., „ ■, 
permitted by law) and the Gcnwal Reserve to liie issued sh^e^.^y p^* , • ^ 

UP to issue fuW paid bonus shares on the basis of one for four hdd.. -- ;; - 

up and^t^issu^ ^ the abo^ mentioned decision. ^ 

Also show Balance Shert as it would appear in^ediately 
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24, The following was the Balance Sheet nf Reckless Go., Ltd.,’ as on 30th 
November, 1965; 


iMitiej 

Rl 


Rs, 

Authorized Capital: 


(jooclwill. 

.. 1,00,000 

20,000 shares of 


Land & Dulldingt... 

.. 9,00,000 

Ks, 100 each 

.. 20,00,000 

Machinery. 

.. 6,50,000 

Sul)scribc(I & Issued 


Patents . 

.. 50,000 

Capital: 


Stock . 

.. 3,00,000 

20,000 shares of 


Sundry Debtors .. 

.. 1,10,000 

Bs. 100 each fully 


Gash . 

.. 42,000 

paid. 

.. .. 20,00,000 

Preliminary 

l^an .1 11 .. 

.. .. 5,00,000 

Expenses 

.. 40,000 

Sundry Creditors ,, 

.. .. 2,00,000 

27,00,000 

Profit & Loss A/c,, 

.. 5,08,000 

27,00,000 


The court sanctioned a scheme of reconstruction on this date which included 


the following among other things: 

(i) Each Share to be reduced to a share of Rs. 50 only, fully paid up. 

(ii) Machinery account to be reduced to Rs. 4,50,000 and Patents Account 
to be reduced to Rs. 10,000. 

Pass journal entries to carry out tlie above scheme and show the Balance 
Sheet as it would appear after the scheme has been carried out. 









CHAPTER XVIII 


The Single Entry System 


The Single Entry System might mean, to the uninitiated, a system by which a 
transaction is recorded in only one of its aspects as compared to the two aspects which 
arc taken into account in the case ol Double Entry System. However, the Smgle Entry 
System is not really a system at all. The record is kept entirely on the basis of what is 
deemed to be absolutely essential. Therefore, some transactions or events will not be 
recorded at all. For instance, depreciation of fixed assets; loss arising due to various causes 
(say a fire) or even amounts becoming due to people (e.g., for interest or commission) 
are not recorded. In other cases, the record may be only one-sided. For example, it is 
usual to find the accounts of customers or suppliers maintained because it is desirable 
to know how much money is owing by the cre^t customers and how much is owing to 
the suppliers. Very often, however, individual accounts arc not kept. Copies of invoices 
made out are neatly filed and when payment is received, a note is made on the invoice 
concerned. The total of the invoices not recording any receipt of dues vwll be the amount 
due from customers. In the same way, when bills are received from suppliers, they may 
be kept in one file; when payment is made a note is made on the bill, which is then put 
away in the file containing cash vouchers. The file containing unpaid bills will then afford 
the amount due to creditors. In certain cases there may be complete Double Entry. 
It is usual to find a record of cash receipts and cash payments. If the accounts of customers 
and suppliers and the cash account are kept, it would mean that there would be Double 
Entry in respect of receipts from customers and in respect of payments to creditors. But 
for other transactions there will be no Double Entry. The above would show that the 
Single Entry System is not a system, but a lack of it. 

Disadvantages and Shortcomings 

Since it is not a system arid since a number of transactions are not recorded while 
others are recorded in one of the aspect only, it follows that; 

(1) There can be no proving of the arithmetical accuracy of the work. In the 
case of the Double Entry System, the trial balance is a reasonable proof of 
such accuracy. But a trial balance cannot be extracted from books maintained 
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under the Single Entry System. 

(2) There is no record usually regarding sales, purchases, wages, salaries and other 
expeases. Tlierefore, it is not possible to ascertain the profit or loss in the usual 
way, namely, by preparing a Trading and Profit and Loss Account on the 
basis of figures afforded by books. 

(3) In the same way, it is not possible to prepare a balance sheet on the basis 
of figures extracted from the books of account. 

(4) Since proper accounts are not maintained there is no control. Possibilities 
of assets being damaged beyond repair, being discarded or even being mis¬ 
appropriated without the knowledge of the proprietor would certainly be 
there. After a few years the proprietor would not probably remember how 
many chairs, tables or almirahs actually he should have. Therefore, if a few 
of these items have been misappropriated, he is not likely to know. Since the 
other books are not maintained on the Double Entry System, it is not likely 
that there will be any stock ledger. Therefore, the control over stocks is abo 
likely to be very lax. 

(5) Accounts prepared in the usual way, namely, the Trading and Profit and Loss 
Account throw a flood of lighton the working of the concern and on the efficiency 
of performance. This information is not available from Single Entry records. 

On the whole, one can say that accounts maintained on Single Entry System do 
not really serve the purpose of a good accounting system. It is possible, of course, that a 
small concern may not be able to afford the cost of maintaining a complete accounting 
system. But it should be possible to follow the essential principles of Double Entry in 
maintaining books. This is possible by ruling the cash book and other books of prime entry 
suitably and, therefore, making entries in the ledger in totals. 

Ascertainment of Profit. 

Under the Single Entry System, profits are ascertained on a common sense basis 
which recognizes that in the absence of fresh funds introduced, capital would increase 
only by profits. If a business is started with a capital of Rs, 20,000 and if it is found at the 
end of the year that the capital is Rs. 24,000, one can assume that there has been a profit 
of Rs. 4,000. This figure needs to be adjusted for two things, namely, firesh capital intro¬ 
duced and drawings by the proprietor. Suppose it is known in the above example, that 
the proprietor introduced Rs. 3,000 as fresh capital during the year- In that case, one 
cannot say that there has been a profit of Rs. 4,000 because Rs. 3,000 of the increase 
has been explained. Therefore, the profit has been Rs. 1,000. Now suppose further that 
(he proprietor has been withdrawing for domestic purposes a sum of Rs. 300 per month, 
or Bs. 3,600 in all during the year. If this sum had not been withdrawn, the capital at the 
end would have been Rs. 27,600. That means the profit would have been highw by"' 
Rs, 3,600. It would be in all Rs. 4,600. To ascertEun profit therefore, under the Eingle 
Entry System, one should proceed as follows! 

1. Take Capital at the end of the period. 

^ f, 2. Add drawings made by the proprietor during the pmod. 
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3. Deduct fresh capital introduced, and 

4. Deduct capital in the beginning of the period. 

The re.sultant figure would be profit. 

One should note that, as in every other case, capital in any business at any rimp 
would be the difference of assets and liabiKties. It means that in order to ascertain the 
capital at a point of time one should list the various assets and then deduct from these the 
various liabilities. Under the Single Entry System, there is no record of various assets 
except for cash, customers and suppliers. Therefore, the other assets have to be put down 
by physical inspection and valuation every year. The statement ip which the assets 
and liabilities are put down looks like a balance sheet but is called "statement of 
affairs’*. 

niastratioit 100 

The following information is supplied to you by a shopkeeper: 


On ist On 31st 
Jotiuaty Dmmber 
1964 1964 

Rt, Rt. 


Cash 

Sundry Debtors 
Stock 
Furniture 
Sundry Creditors 
Bills Payable .. 


600 

700 

6,800 

5.900 

, 6,400 

8,700 

1,500 

1,350 

2,000 

1,800 

1,500 

1,100 


During the year the shopkeeper withdrew Rs. 250 per month for dpmestic purposes. 
He also borrowed from a friend at 9% a sum of Rs. 2,000 on 1st July, 1964. He 
has not yet paid the Interest, A provision of 5 % on debtors for doubtful debts is to, 
be made. 

Ascertain the profit or loss made by him during the period. 


Solntloii 


Statement of Affairs as at Ist January, 1964 


LiabUitus 


Sundry Creditors 
Bills Payable .. 
Capital (balancing 
figure) .. 


Rf. 

Assets 

.Rs. 

2,000 

Cash .. 

■ .. 600', 

1,500 

Sundry Debtors - .. 

.. .. 6,800 


. Stock ' .. • 

.... 5,900 > 

11,300 

Furniture . 

, 1,500' 

I ' ' It f ' ’ 

14,800 
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Statement of Affairs as at 31st December, 1964 


Liabilities Rs. Assets Rs, 

Sundry Creditors .. ,, 1,800 Cask. 700 

Bills Payable. 1,100 Sundry Debtors .. 0,400 

Loan. 2,000 Less Provision .. 320 6,080 

Interest Tor - 

0 months .. ., 90 2,090 

Capital (balancing Stock. .. 700 

figure) . 11,840 Furniture . 1,350 

16,830 16,830 


Capital at the end . 11,840 

Add drawings during the year at 

Rs, 2S0 per month ., ,, . 3,000 

Total .. . 14,840 

Less capital in the beginning of the year . 11,300 

Profit earned during the year.. . 3,540 


niustration 101 

A and B are partners sharing profits and losses in the ratio of 3:2. Both withdraw 
Rs. 200 each every month for private expenses. They maintain books of account on the 
basis of Single Entry System. On 1st January, 1965, their Statement of Affairs was as 
follows: 


Liabilities Rs. Assets Rs. 

A'i Capital Account. 18,000 Goodwill .. .. .. 2,000 

B’l Capital Account. 11,000 Furniture and 

Fixtures. 5,000 

Sundry Creditors . 5,000 Stock in trade .15,000 

Sundry Debtors . 8,000 

Gash at Bank .. .. 3,000 

Cash in hand . 1,000 

34,000 34,000 


On 31st December, 1965, the stock-in-trade was valued at Rs. 16,000, schedule 
of Debtors totalled Rs. 9,500 while schedule of Greditors totalled Rs. 5,500. Balance at 
Bank remained unchanged whereas cash in hand as on that date was Rs. 500. Furniture 
and Fixtures were subject to a depreciation of 15% on book value. 

Calculate the profit earned or loss incurred by the firm during 1965 and prepare 
the Balance Sheet as it would appear on 31st December, 1965. 
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Solution 

Calculation of total capital as on 31st December, 1965. The respective values of 
various assets as on 31.st December, 1965, were as follows: 


Goodwill .. .. . 

Furniture and luxiures 5,000 

Less Depreciation .. 500 

Stock'in-tnittc . 

.Sundry Debtorn. 

Cash at Rank . 

Cl.-ish in hand . 


nr— 

2,000 

4.500 
16,000 

9.500 
3,000 

500 


Total Assets .. . .. _ _ 35 5 qq 

Less Sundry CVwlitors on 31st Dec, 65 . 1 ] \ ‘ | 5*500 

Total Capital on 31st Dcrember, 1965 .. .. .. .. .. .. 30,000 


Calculation of Profit 


Total Capiltd on 31st December 19G5 


os calculated above. 30,000 

Add total drawings made by partners 

during die year Rs. 200 x 2 x 12 .. ., . 4,800 

34,800 

Leu total capital on 1st January. 

19G5R>. 10,000 + Rs. 11,000 . 29,000 

Total profit earned during the year.5,800 


A’s shai-c s=Rs. 5,800 x^/j ='Rs. 3,480, 

B’s share =^Rs. 5,800-Rs. 3,480 = Rs. 2,320. 

The student is advised to prepare Balance Sheet himself. 

Conversion of Single Entry into Double Entry Books 

It is often desired that the Single Entry Books should be converted into books 
on the Double Entry basis at the end of the year. This will entail the following work: 

1. Take the Statement of Affairs as in the beginning of the year. Out of the items 
mentioned therein, it is possible that the accounts relating to customers and 
suppliers have already been opened and posted with the balances. Accounts 
relating to other items should now be opened and the proper balance put 
down on the debit side or credit side. For instance, for capital disclosed by the 
Statement of Affairs, the Capital Account should be opened and thp balance 
put down on the credit side as balance brought down. Similarly, for an asset, 
like furniture. Furniture Account should be opened and balance put down 
on the debit side as balance brought down. , 
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2. Take the Cush Book. From this, entries into the accounts of customers aitd 

, suppliers probably have ahcady been made. Posting in respect of other items 

arc now to be completed. For instance, on tlie receipt side of the Gash Book 
there may he cash sales. This account should be opened and credited for all 
the cash sales appearing in the Cash Book. Similarly, on the asset side there 
will be payments for various expenses, like, wages, salaries, etc. All such accounts 
should be opened and debited with the respective amounts. 

3. The customers’ accounts should be analysed separately for the entries made on 
the debit side and the credit side. The entries on the debit side will disclose the 
debits made to customers in respect of credit sales and for bills receivable, 
dishonoured, etc. These accounts should now be credited with the totals 
ascertained from the analysis. From the credit side information relating to 
returns, discounts allowed to them, bills receivable received from them, etc,, 
will be found. These accounts should be debited with the respective figures. 

4. The accounts of creditors should now be analysed. From the credit side, 
information will be available for credit purchases or other credits given to the 
creditors. The Credit Purchase Account and other accounts concerned will be 
debited. From the debit side of the creditors accoimts, one would know (in 
addition to cash paid) discounts allowed by creditors, bills payable issued to 
them, returns to them, etc. These accounts will be credited. 

5. The various accounts should now be gone through to see whether double 
entry has been fully completed. Care should be taken to remember happenings 
which were not recorded. A journal entry should be passed for each of these 
happenings. For example, if Rent Account shows that rent has been paid only 
for eleven months, a journal entry should be passed for the amount of rent out¬ 
standing. 

6. The Bank Pass Book should be gone through. It is possible that there are 
entries in respect of bank charges, interest collected by the bank or payments 
made by the bank on behalf of the firm, etc. Double Entry for each of these 
should be completed. 

7. A trial balance should then be taken out to sec if there have been some errors 
of omission or commission. If there are any, they should be rectified. 

Summarised Conversion 

Assuming that the Cash Book has been maintained and a summary of the Cash 
Book prepared (which would be the same thing as Receipts and Payments Account) 
and that information is available about total debtors and about total creditors, it would be 
possible to get sufficient infprmation for the purpose of preparing a Trading and Profit 
and Loss Acepunt. The. student would note that for preparing the Trading Account, he 
reqtnres information about opening stock, closing stock, total sales, total purchases, etc. 
The figure of opening stock is available from the Statement of Affairs as in the beginning 
of the year. Closing stock is ascertained by actual inventory. Figures of sales and purchases 
' can be ascertained if information relating to debtors and creditors is considered. Suppose 
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A owes Rs. 130 to a shoplteeper at the begintiing of the month- During the month he 
makes a payment of Rs. 200 but still owes Rs. 80 to the shopkeeper at the end of the 
month. This would mean that during the month he has purchased goods worth Rs. 150 
from the .shopkeeper. This can be put in simple language as follows:— 

Rs. 

Amount paid . 200 

Add amounts still due .. . 80 

Total . 280 

Less due in the 

beginning of the month . 130 

Purchases made. ,, .. 150 

For the customer this is a purchase^ for the shopkeeper it is a sale. This information 
can also be obtained if the shopkeeper prepares the accounts of the customers, putting 
down the information which is available, thus: 

A 


To Balance b/d 

, • 

.. 130 

By Gash. 

.. 200 

To Sales (balancing 

. . 

., 

By Balance c/d ‘. 

80 

figure) 

« * 

.. 150 

280 


280 


In this fashion if the Total Debtors Account is prepared one can find out the credit 
sales made to the debtors. Information about cash sales is available from the Cash Book 
(receipts side). Therefore, information would be available for total sales. In the same way, 
if the Total Creditors Account is prepared, credit purchases can be ascertained} to which 
will be added cash purchases (ascertained &om the credit side of the cash book) and 
total purchases will then be known. In this way, the Trading Account can be easily, 
prepared. In case of manufacturing concerns,, the manufacturing e:q)enses, like wages, 
can be found by going through the payments side of the Cash Book. 

Knowing the gross profit, one can put it to the credit side of the Profit ^d Loss 
Account. Going through the payment side of the' Gash Book one can know what expenses 
have been incurred. These should be adjusted for outstanding and pre;paid items as has 
already been shown in the chapter on Final Accounts. Also, there will be information 
regarding depreciation, etc., to be written olF. Further, the receipts side of the Cash Book 
will show incomes, say, by way of commission received, or sale of old packing cases, etc,, 
that might have been received. This will be put on the credit side of the Profit and Loss 
Account. In this way, the Profit and Loss Account can be completed and net profit or net 


loss ascertained. „ . ■ 

As regartls tibe Balance Sheet, one will have to take the Statement of ARairs as ,in' 
the beginning of the year and see to what extent the asspts haye been changed by sale,or , 
Viu Tn»w niirrhaitf.. AW deoreciation will'have to .be deducted. This apjplics te ^wassfet^j -1 
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owing by customers, balance at bank, etc. Similar information is also available regarding 
liabilities. Again going through the Gash Book, one would know whether any new asset 
has been purchased or whether some liability has been paid off or whether a new loan 
lias been raised. All these items will appear in the Balance Sheet. Of course, the capital 
is shown by the Statement of Affairs as in the beginning of the year. This, adjusted for 
proRl or loss and also drawings during tlie year would be the capital at the end of the 
year. The Balance Sheet will now be complete. 


nittstratioa 102 


Akbar did not keep proper books of account. However, he gives you the following 
information relating to year 1962:— 


Gash ot Bank .. 
Stock 

Sundry Debtors 
Machinery 
Sundry Creditors 


On On 

Assits & Liabililus istJan.igCs 31st Dee. 

jgSa 

Rs. Rs. 

. 1,000 1,800 

. 20,000 19,500 

. 15,000 16,000 

. 40,000 

. 20,000 18,500 


Summary of Gaab Trananctlona; 


Rieeipis Rs. 

Opening Balance . 1,000 

Received from 

Debtors . 76,500 

Cash Sales . 8,200 

Sale of old news¬ 
papers . 200 

Loan from Mrs. 

Akbar 9% on 

1st October, 1962). 6,000 


91,900 


Payments 

Rs. 

1‘ayment to Creditors 

.. .. 35,000 

Wages .. .. 

Salaries and 

.. 15,100 

Expenses .. ., 

.. 11,600 

Building Purchitsed .. 

.. 20,000 

Drawings 

.. 20,000 

Closing Balance 

.. .. 1,800 

91,900 


During the year Rs. 600 had to be written off as a bad debt. Machinery is to be 
depreciated @ 15 % per annum. Expenses owing are Rs. 800. 

Prepare Akbar’s Trading and Profit and Loss Account and Balance Sheet relating 
to 1962. 


Solution 


Dr. 


1962 

Jan. 

1962 


(a) Credit Salts 

Total Debtor* Acconiit 




- 

“KT 

1562" 


1 

To Balance b/d 


15,000 




To Credit Sales 






(balancing figure) 


78,100 

1962 






Dec. 

31 




93,100 




By Cash 
By Bad Debts 

By Balance c/d 


Cr. 

76,500 

600 

16,000 


93,100 
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(i) Credit Purchases 

Tottil Greclitoi^B Account 


31 

To Cash 

To Balance e./rt 

j 

35,000 

18,500 

1962 

Jan. 

1962 

1 

By Balance b/d 

By Credit Purchases 
(balancing figure) 





53,500 






20,000 

33.500 

53.500 


(i) Capital on rst Januaty, igCa 

Statement of Affairs as on January 1,1962 


Ltabiliiies 

Sundry Creditors 

Capital (balancing 
figure) 


Rs. 

20,000 

56,000 

Assets 

Cash at Bank 

Stock 

Sundry Debtors 

Machinery 


Rs. 

1,000 

20,000 

15,000 

40,000 

____ . 


76,000 



76,000 


Trading and Profit and Loss Agoount of Akbar 


FOR THE YEAR ENDING DECEMBER 31, 1962 


To Opeimig Stock 
To Purchases 

To Wages 
To Gross Profit c/d 


To Salaries & IJxpenscs 

Add— 

Outstanding 
To Bad Debts 
To Interest on Loan 
To Depreciation on 
Machinery 
To Net Front to 
Capital Account 


11,600 
800 


JT- 

20,000 

By Sales: Credit 

— * 

78,100 

33,500 

Cash 

8,200 

15,100 

By Closing Stock 


37,200 

1,05,800 

By Gross Profit b/d 


12.400 

600 

135 

By Old Newspapers 


6,000 

18,265 

37,400 




■:sr~ 

86,300 

19,500 


1,05,800 


37,200 

200 


37,400 


Balance Sheet of Akbar 


AS at December 31, 1962 


LiahiliiHS 


Us. 

Assets 


Rs. 

Sundry Creditors 
Expenses Outstanding 
Mrs. Akbar’s Loan; 


18,500 

800 

Cash at Bank 

Stock 

Sundry Debtors 

1,800 
' 19,500 
16,000 


Rs., 

Add Inter¬ 
est due 

6,000 

135 

6,135 

Total Current Assets 

Buildings 20,000 

' 37,30a 
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Capital Account: 
Balance on 

Jan. 1—«62 

Less— 

Drawings 

.06,000 

e,400 

47,600 


Machinery 10,000 

Leu Dc- 
piecia- 

don 6,000 34,000 

Total Fixed Assets 

54,000 

Add—Net Pro¬ 
fit for the 
year 

18,265 

65,865 




Rs. 

91,300 


91,300 







Will the student ascertain the profit earned by Akbar without preparing the 
Trading and Profit and Loss Account? 


Distinotion between the Single and Double Entry Systems 
We have already seen that in the case of the Double Entry System, both the aspects 
of a transaction are recorded. Suppose stock is purchased by payment of cash. Under the 
Double Entry System, Purchases Account will have to be debited and Gash Account 
credited. If the goods are sold on credit, the account of the customer will have to be 
debited and Sales Account credited. Under the Single Entry System, however, usually 
only one of the aspects would be recorded. In the first case given above, one would find a 
record only on payment side of the Gash Book. Usually the Purchases Account would 
not be maintained. Similarly, m case of sale to the customer, an entry would be made on 
the debit side of the Customer’s Account, but, again, no Sales Account will be prepared. 
In some cases under the Single Entry System, there will be no record at all. This very 
fact, that under the Double Entry System a complete record is necessary whereas under the 
Single Entry System only a part of the record is made, makes a further important difference 
' that under the Double Entry System, a trial balance can be taken out and under the 
Single Entry System it cannot te. All the advantages that flow from the trial balance 
are available under the Double Entry System and obviously not under the Single Entry 
System, The most important advantage is that the arithmetical accuracy of work under 
the Double Entry System can be proved but it Is not so in the case of Single Entry 
System. 

Further, accounting control regarding the existence of various assets and the 
valuation to be placed upon them is possible only under the Double Entry System. Since 
the founts of assets are not mamtained usually under the Single Entry System, there 
is. no question of accounting control. One should also note all the disadvantages 
. and shortcomings of the Single Entry System given in the beginning of this 
.. chapter. 
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Exercise XVID 

1. What do you understand by the Single Entry System of Book-keeping? 
What arc its disadvantages and demerits? 

2. Guha Started a business on 1st January, 1965, with a capital of Rs. 10,000. 
Finding it inadequate he brought in fresh capital of Rs, 2,000 on 1st 
Februeiry, 1965, On 31st December, 1965, his assets were: 

Rs. 


Furniture & Fixtures 

« a a • » • 

.. 2,500 

Stock .. 

• • • ■ 

.. 8,500 

Simdry Debtors . 

• • • • * • 

.. 3,700 

Gash at Bank . 

a . 

.. 1,200 

Cash in hand 

a e t • • * 

300 

Sundry creditors at this date totalled Rs. 

4,800. He found that 

he had with- 


drawn Rs. 3,800 to meet his household expenses. 

Ascertain the profiM earned by him during the year, 

(Ans: Profit, Rs. 3,200). 

3, From the following information relating to the business of Moga who 
keeps book by Single Entry, ascertain the profit or.loss for the year 
1964: 


Machinery 

Furniture 

Slock 

Sundw Debtors 
Bank Balance . > 
Sundry Greditors 


Ob 

isiyatmry 

t* 

Ob 

^isl'Dectmbtr 

'1? 

8,000 

2,000 

7,000 

4,000 

2 OOCG 1 .) 

5,000 

8,000 

2,000 

5,000 

4.500 , 
l,800(Dr.) 

3.500 


Moga withdrew Rs. 4,iqp during the year to meet, his 
He introduced Rs. 300 as fresh capital on'15th January, 1964. Machmery 
and Furniture arc to be depreciated,at 10 per cent and 5 per cent pwannum 

respectively. . ' (Ans:, Profit. Rs. 4,900). 

4. Mitra did not keep proper books of account. However, he is able to 
furnish the following information relating to 1965; 

. “— "' On r 

xstjamaty 

■ ' 


AsuU and Liabmtitf 


On 

SistDaimitr. 

raffs 


FumituK Fixtures... 
Stock .. • ■ • > 

Sundry Debtors . 

Sundry Creditors 
Bills Receivable 
BUla Payable .., • • 

|L I UI. I.*: 

. Vu /bh-? 


'5,000 ■ 
14,000,' 
.3,000 - 
2,000 
1,000 
900 






> .5,000,- 

2,500 ' 

. 700 

1.206 . 

V 
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Summary of Gaab Tranaactlons 


Reuiph Rs, 


Opening Balance uf Casli 

l,fl00 

Rcceipl.s from Debtors 

30,000 

Receipt!, against Bills 


Receivable 

2,500 

Gash Sitlrs 

78,600 


1,12,900 


Payments 

Rs. 

Payments to Ureilitor.s 
Payments against 

94,000 

Bills Payable 

1,800 

Oilicc Expenacs 

6,200 

Drawings 

3,000 

Investments 

Closing Balance 

6,000 

of Cash 

1,900 

1,12,900 


Investments consisted of 5% Government Bonds and were purchased on 
1st July, 1965. Furniture and Fixtures wci’e subject to a depreciation of 10% per 
annum on book value. 

Prepare Trading and Prolil and IjOSs Account and Balance Sheet. 

(Ans: Gross Profit, Rs. 17,700; Net Profit, Rs. 11,150; Balance Sheet, 
Rs. 33,750). 

5. P and Q, who were caiTying on business in partnership, sharing 
profits and losses equally, were not maintaining a proper set of books of 
accounts. The following figures could, however, be ascertained from the 
incomplete records: 


Cash .. 

Stock 

Trade Debtors 
Furniture & Fixtures 
Trade Creditors 


On 

1 st Jmuay 
lOfe 


3,950 

22,550 

25,500 

15,000 

17,640 


On 

3! St Dtcimbtr 

Rs. 

7,070 

20,360 

15,950 

15,000 

12,740 


Sales during 1965 amounted to Rs, 1,60,380 and purchases totalled 
Rs. 1,23,020. P’s Capital on 1st January, 1965, was Rs. 5,000 less than that of Q,. 


Analyala of Gaab Book for the Year 1965 


Paid to Trade 

Rr. 

OfHce Expenses 

Rs. 

39,120 

Creditors 

Received from 

1,27,920 

P's Drawings 

5,320 

Trade Debtors 

Further Capital 
brought by Q, 

1,45,480 

Q,’b Drawings 

4,250 

10^000 



On 31st December, 1965, the outstanding liabilities for various office expenses 
amounted to Rs, 620, Furniture and Fixtures were to be depreciated at 5 per cent. 
A provision for bad debts amounting to Rs. 790 was also to be made. 

Prepare the Trading and Profit and Loss Account and Balance Sheet. 

(Ans: Gross Profit, Rs. 35,170; Net Loss, Rs. 6,110; Balance Sheet Rs. 56,840. 
(Hint: Prepare the Sundry Creditors’ Account and ascertain the closing 
balance). 








CHAPTER XIX 


Accounts of Non^trading Institutions 


Non-trading institutions do not prepare a Trading or Profit and Loss Account 
because it is not their objective to earn a profit. Nevertheless, they must compare their 
current expenses with current incomes and find out whether or not the expenses are being 
met out of the incomes. The maxim that one must live within one’s income applies not 
only to individuals and business firms but also to charitable institutions like schools, 
colleges, hospitals, clubs, etc. One can easily imagine that if a dub is not able to meet 
its expenses out of subscriptions received from members or such other regularly flowing 
incomes, it will be forced to live on its capital and will very soon be left without any asset. 
Therefore, even though non-trading institutions do not prepare a Tradmg and Profit and 
Loss Account, they do prepare an account comparing their current mcomc witii efirrent 
expenses and losses. The name of this account is “Income and Expenditure Account . 
The main principles for the preparation of this account are the same as for preparation 
of the Profit and Loss Account. (The student will do well to refer to the chapter on final 


Accounts by way of revision.) „ 

Non-trading institutions may certainly keep their accounts on the Double Bn y 
System and extract a trial balance on the basis of which the Income and Expenditme 
Account can be prepared. Adjustments are necessary in respect of: (i) meomes m 

advance or not yet received; and (ii) expenses not yet paid or paid m advance; the adjust 

ments are made in the same way as in case of trading concerns. 


lUnstfntion 103 

The foOwtag h the trial balance of The Poniab Education Sodety a. at 
31st December, 1964: jj Ck. 


Furniture & Fitting* 
Library Books 
Building* 

Investment* .. 

Sundry Creditor* •. 
Entrance Fees 
Subscriptions Received 



15,700 

21,600 

2,60,000 

1,50,000 



24,500 

2,400 

20,000 
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HireofHallii 
Interest on Investments 
Miscellaneous Receipts 
Stad Salaries ^ ,, 
Printing and Stationery 
Tax and Insurance .. 
Periodicals Purchased 
Donations Received for 
Building .. 

Ckneral Expenses ,. 
Capital Fund 
Cash at Bank 
Cash at Office 


Dr. 

Gr. 

Ri. 

Rs. 

10,200 

1,000 

1,200 

1,000 

7,000 

5,500 

600 

650 

5,100 

300 

18,400 

3,09,150 


4,67,550 4,67,550 


Subscriptions received include Rs. 500 for 1965. Stibscriptions for 1964 still 
receivable are Rs. 4,500. Staff Salaries are outstanding to the extent of Rs. 1,200 and 
taxes and insurances have been pre-paid to the extent of Rs. 200. Depreciation has to be 
written off 15% on library books, 10% on furniture and fittings, and 1 % on buildings. 

Prepare the Income and Expenditure Account for 1964 and Balance Sheet as at 
Hist December, 1964. 


Income and Expenditure Account op The Punjab Education Society 
FOR THE year ENDINC 31sT DECEMBER, 1964 


Exjjendituri 


Ra. 

Imomt 


Rs. 

To Stad Salaries: 

Paid 

Add Outstanding 

Rs. 

10,200 

1,200 

BkuK 

By Entrance Fees 

By Subscriptions: 
Received 

Rs. 

20,000 

2,400 

To Printing & Stationery 
To Tax & Insur¬ 
ance 

Less Prepaid 

1,200 

200 


- Add Outstand¬ 

ing 

Less for 1965 

4,500 

24,500 

500 

24,000 

To Periofficals 

To General Expenses 

To Depreciation: 

Library Books 
Furniture & 

Fittinjpi 

Buildings 



3,240 

i,570 

2,600 

By Hire of Halls 

By Interest on 
Investments 

By Miscellaneous 
Receipts 


7,000 

5,500 

600 

To Excess of Income 
over Expenditure 
trans&rred to 
capital fund 


16,240 





Rs. 

39,500 


Rs. 

39,500 
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Balance Sheet of 1 he Punjab Education Society as at December 31,1964 


Liabilitiet 

Rs. 

Assets 


Rs. 

Sundry Oieditors 

Subscription Received 
in Advance 

Salaries Outstanding 

24,500 

500 

1,200 

Furniture & 

Fittings 

Less Depre¬ 
ciation 

Rs. 

15,700 

1,570 

14,130 

Donations for Building 

18,400 

Library 

Books 

Less Depre¬ 
ciation 

21,600 

3,240 

18,360 

Coital Ptmd: Rs, 

Balance 3,89,150 

Add Surplus 16,240 

4,05,390 

Buildings 

Less Depre¬ 
ciation 

2,60,000 

2,600 

2,57,400 



Investments 

Cash at Bank 

Cash at Office 
Subscriptioiu 
Outstanding 

Tax and Insurance 
prepaid 


1,50,000 

5,100 

300 

4,500 

200 

Rs. 

4,49,990 


Rs. 

4,49,990 







Receipts and Payments Account 

Usually, hoiYCver, it is found that charitable institutions do not keep full-fledged 
books of account. They maintain only a Cash Book with proper rulings. At the end of the 
year, they may prepare a summary of the Gash Book which is called “Receipts and Pay¬ 
ments Account.” In this account, the various incomes, and expenses are grouped or 
summarized in a suitable manner. The following is a specimen of the Receipts and, Pay¬ 
ments Accovmt; 


Regeifte and 

1 ’ 

Payments Aquount for 

THE YEAR ENDED 

March 31, 

1962 ' 

To Balance b/fd 

In hand 

At Bank 

To Subscriptions 

Jis. 

55 

455 ' 

By Salaries 

By Rent 

By !lhinting and 
Station^ 

' 

.fo, , 
3,600 
600 

145 » 

25 

(including Rs. 200 
for 1962-63) 

3,000 

By Postage 

’ 

To Interest oq 


By Bicycle 

Purchased 


95,, 

Investments 

. 1,500 '' 

ByObvt,Bonds 

. . ' "f 

* 1 '' ' 

To Bank Interest 

, 10 , 

By Balance e/d: 


J. 1 f 

To Sale of Old Oar 

250, 

Ih'baad 

At Bank ' 

V' ' 

(. 

.'■12 

1J3 
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From the above Specimen, one can note the following characteristics of a Receipts 
and Payments Account. The.se characteristics flow from the fact that it is nothing but a 
summary of the Cash Book ■ 

1. It starts with the opening balances of cash in hand and at Bank. These balances 
are to be put on the debit side. If there is a bank overdraft, it would be put ori 
tlie credit side. 

2. It contains only actual cash transactions, that is to say, actual cash receipts and 
actual cash payments. The term cash, of course, includes receipts into and 
payments out of the bank also. Receipts and payments are both properly 
summarised. 

3. All cash transactions of whatever nature will appear in this Account. 
Therefore: 

(a) receipts and payments, whether they relate to the current year, 
the previous year or the following year, will appear in this account; 

(b) receipts and payments, whether of capital nature (i.e., whether the 
amount is received by selling an asset or whether it is paid for acquiring an 
asset) or of revenue nature (i.e., expenses or incomes) will be recorded in the 
Receipts and Payment* Account; 

(e) the differences in the two sides represents the cash in hand or the balance 
at Bank. This is if the debit side is bigger. Naturally, if the credit side is 
i^igger, it means there is a bank overdraft. 

It should be noted that the balance shown in by the Receipts and Payments 
Account cannot be treated as an excess of income over expenses. A large cash balance 
can be easily built up by selling a fixed asset like the buildings. But no one would treat 
such an amount as being in the nature of an income because it is merely conversion of 
one asset into another. Similarly, the absence of a cash balance may not indicate that the 
expenses are exceeding the income. If the institution has acquired a fixed asset by raising 
a loan, tliere will be naturally, only a small cash balance. One has to prepare the Income 
and Expenditure Account for the purpose of knowing whether or not current incomes 
have been sufficient to meet current expenses; one cannot rely upon the Receipts and 
Payments Account for this purpose. 

Preparation of Income and Expenditure Account on the baeis of Receipts and 

Payments Account. 

If the Receipts and Payments Account is available a perasal of the debit side of this 
account will reveal incomes. Of course, there will be items showing cash received by sale 
of an asset but there will be other items showing cash received on account of subscriptions 
and sale of old newspapers, rent of hall, etc. All these arc incomes of revenue nature. 
What is to be done is to so adjust them as to make them applicable to the current year. 
One must not forget that if one prepares the account for say, 1964, one should include the 
incomes relating to 1964 only and not relating to 1963 or 1965 and also that the full income 
of 1964, even if it has not yet been received in cash, should be taken into accoimt. Consider 
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the following figures: 


Rs, 

20,500 


SiibscriiJtions received during 1964 20,500 

Of the iibovp, subscriptions relating to: 

1963 are. 700 

1965 are. 600 

Subscriptions for 1964 still receivable or outstanding are .. 800 

Siibscriptions applicable to 1964, therefore, will be calculated as under: 


Subscriptions received 
Less relating to: 

1963 .. 
1965 .. 


20,500 


Add subscriptions outstanding 
Subscriptions pertaining to 1964 .. 


19,200 

800 

20,000 


It is Rs. 20,000 which will be credited to Income and Expenditure Account on 
account of subscriptions. The journal entries to be passed will be as under: 


(I) Subscriptions Outstanding 
To Subscriptions Account 
Subscriptions outstanding for 
1964. 


(2) Subscriptions Account_ 

To Subscriptions Received 
in Advance Account 
Subscriptions received on _ 
account of 1965 included in 
subscriptions. 


In 1963 an entry similar to (1) above must have been passed. Therefore, thae 
must be an account already existing, named Subscriptions Outstanding Account, shm^g 
a debit balance of Rs. 700. This wiU now be transferred to Subscriptions Account. Ihe 

entry will be: Rs. ' Rs. 

Subscriptions Account ., •• Dr. 700 , 

To Subscriptions Outstanding Account 
Transfer of the opening balance in the Subscriptions 
Outstanding Account to Subscriptions A/c. 
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The accounts will be shown as under; 



Sabfcriptlona Received in Advance Account 


1964 

Dec. 

31 

To Balance c/d 


700 

19G4 

Dec. 

31 

By Subscriptions 


700 






1965 

Jan. 

1 

By Balance b/d 


700 


Snbacrlptiona Oniatanding Acconnt 



Both the Subscriptions Outstanding Account and Subscriptions Received in 
Advance Account will appear in the Balance Sheet on Slst December 1964; next year, 
they will be closed by transfer to the Subscriptions Account. 

Information about expenses will be available from the credit side of Receipts and 
Payments Account. One must distinguish between revenue expenditure and capital 
expenditure. In the Income and Expenditure Account, only expenses of the revenue type 
will appear. These must be adjusted in the same way as indicated above so as to make 
them applicable to the financial period concerned, Consider the following information; 


Rs. 

Total expenses paid in 1964 .. .. , ., .. •. • ., 9»700 

Expenses unpaid on, Slst December, 1963 ,. 600 \ 

Expenses pre-paid on Slst December, 1963 .. ., .. 200 , 

Expenses unpaid on Slst December, 1964 *. .. .. 400, 

Expenses pre-paid on Slst December, 1963 .. 300 ■ 
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The figure of expenses applicable to 1964 wiU be Rs. 9,400, calculated as under: 


Expenses paid . 

Add expenses outstanding on 31st December, 1964 
Expenses pre-paid on Slst December, 1963 


Rs. 

9,700 

400 

200 


Less expenses applicable to 1963 
liCss expenses applicable to 1965 


10,300 

600 

300 900 


9,400 

The Income and Expenditure Account will be debited with Rs. 9,400 
of expenses. The entries to be passed at the end of 1964 will be as under:— 

400 


300 

300 


Tlic Expenses Outstanding Account is a liability to be shown in the Balance 
Sheet on the liability side. The Expenses Pre-paid Account will be shown in fee Balance 
Sheet on the asset side. One would have noted that at the end of 1963 entries similar to 
the two given above must have been passed for the then outstanding and prepaid expenses. 
The prepaid expenses will be showing a debit balance which should now be transferred 
to Expenses Account. The entries are: 

Rs. Rs. 

ExpensesAccount .. .. .. .. Dr, 200 

To Prepaid Expenses A/c. .. 200. 

Transfer of the opening balance in the 
Prepaid Expenses Account to Expenses 
Account. 

< I _ _ > 

ExpensesOutstan^gA/o. 

To Expenses AGcbt|Ot ■’ •* • 

Transfer of the opening balance in the 
Expenses Outstanding Account to 
Expenses Account. , 



1964 Expenses Account .Dr. 

Dec. 31 To Expenses Outstanding A/c. 

To record the expenses unpaid on 31st 
December, 1964. 


Expenses Prepaid Account .. . .. Dr. 

To Expenses Account ., ... ., 

To record expenses paid In 1964 in respect of 1965. 


in respect 
- Rs. 
400 
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The account will appear as under: 

Expenses Account 


Ct. 


1964 




1 

1904 






To Cash 


9,700 

Dec. 

31 

IJv Exficnsrs Out- 


Dec. 

31 

To Expcnics Pre- 





Miandiiig A/c 




paid A/c (ISGSl 


1 



(1963) Twiisfer 

600 



Transfer 


200 



By Expenses Pre- 




To Expeuscs Out- 


! 



paicl A/c 

300 



standing A/c 


400'| 



By Income & Ex- 









pcndiiure A/c 









Transfer 

9,400 





10,300 




10,300 





^ “* , 
1 




1 


Expenses Outstanding Account 


1964 

Dec. 

31 

To Expenses A/c 
Transfer 


GOO 

1964 

Jan. 

1 

By Balance b/d 

600 

n 

M 

To Balance c/d 


400 

Dec. 

31 

By Expenses A/c 

400 






1963 
j Jan. 

1 

By Balance b/d 

400 


Prepaid Expenses Account 


1964 

Jan. 

1 

To Balance b/d 


200 

1964 

Dec. 

31 

By Expenses A/c 

Transfer 

200 

Dec. 

1965 

Jan. 

31 

To Expenses A/c 


300 

«» 


By Balance c/d 

300 

1 

To Balance b/d 


300 






II is after such adjustments that the Income and Expenditure Account will be 
prepared. The following further points should be noted: 

1. If any asset has been disposed of or discarded, the loss on such asset may 
be debited to the Income and Expenditure Account. If on disposal of the 
asset there has been a profit, it should be credited to this account. 

2. Depreciation on fixed assets should be calculated and debited, to the Income 
and Expenditure Account, 

3. Incomes of a special nature like Donations for, say, running a tournament 

or income against which service has to be rendered for a long time in future 
(like Life Membership Fees) should not be credited to the Income and Ex¬ 
penditure Account. They should be shown in the Balance Sheet Life Member¬ 
ship may be added to the Capital Fund. Some people treat entrance fees 
also in this manner. 
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4. rhc Income and Expenditure Account will reveal surplus, i.e., excess of 
income oyer the expenditure. This will be when the credit side is bigger. 
11 the debit side is bigger, there is a deficit or excess of expenditure over inri-imp. 
Surplus as well as deficit have to be transferred to the capital fund. 

Illustration 104 


From the figures given below prepare an Income and Expenditure Account 
relating to 1963: 


Receipts 

Opening Balances: 


- ST” 

Faymtnts 

Salaries 

its. 

4,800 

In hand 


140 

Rent 

500 

At Bank 


1,600 

Stationery & 


Subscriptions; 

Rs. 


Postage 

200 

1962 

500 


Bicycle purchased 

300 

1963 

8,300 


Defence Bonds 

3,000 

1964 

600 

9,400 

Help to the needy 


Sale of Investments 


2,000 

students 

2,000 

Interest on Invest- 



Balance: 


meats 


60 

In hand 

300 

Sale of old 



At Bank 

2,400 

Furniture 


300 



(book value Rs. 400) 







13,500 


13,500 


Subscriptions for 1963 still owing were Rs.700. Interest due on Defence Bonds 
was Rs. 100. Rent still due was Rs. 60. The book value of Investments sold was Rs. 1,800; 
Rs. 1,200 of the investments were still on hand. Subscription received in 1963 included 
Rs, 1,000 from a life member. Total furniture on hand on 1st January, 1963 wasRs. 900. 

Solution 


INCOME AND EXPENDITURE ACCOUNT OF... 
FOR THE YEAR ENDED DECEMBER 31, 1963 


To Salaries 
To Rent! Paid 
Add Out¬ 
standing 


To Stationery & Postage 
To Help to Needy Students 
To Old Purmture<l.os8 
To Surplus-excess of 
income over 
expenditure 


Rs, 


4,800 

By Subset iptions; 
Received < 

560 

Less Life 
Membership 

200 


2,000 

Add Out- 

100 

standing 

700 

By Interest 
on Investments 
Add Interest 

1 

accrued on, 

By Defence Bonds 


By Profit on Sale of 
Investments 


8,360 


Rs. 


Rs. 

8,300 

1,000 


7,300 


700 

60 


8,000 


100 


160 
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Pir4^ar&tioa of the Balance Sheet 

For preparation of the Balance Sheet, information in the Receipts and Payments 
Account and the Income and Expenditure Account prepared on this basis will have to 
be considered; this is if there is no trial balance. The following points should be noted: 

(a) Assets appeai-ing in the previous Balance Sheet should be adjusted for : 

(a) additions, (A) sales and (c) depreciation during the year. 

(i) New Evssets acquired (for which payment must have been entered on the credit 
side of tlxe Receipts and Payments Account will be entered in the Balance 
Sheet. This also applies to new liabilities incurred, e.g., loans taken. The 
debit side of the Receipts and Payments Account will show this. 

(c) Outstanding and prepaid expenses, subscriptions, etc,, will be shown in the 
Balance Sheet. This also applies to incomes received in advance and income 
due but not yet received. 

{d) The closing balance of cash on hand or at Bank (as shown by the Receipts 
and Payments Account) will be entered in the Balance Sheet. 

(«) The previous year’s liabilities should be adjusted for new liabilities incurred 
and payments made during the year. 

(/) Special receipts (as shown by the Receipts and Payments Account) will be 
shown in tlie Balance Sheet. 

{g) Capital Fund (as disclosed by the previous Balance Sheet) should be adjusted 
for surplus or deficit and then shown in the Balance Sheet. Capital Fund 
at any date can be ascertained by deducting liabilities from assets.' 

We now prepare the Balance Sheet as at December 31, 1963, in respect of the 
illustration 104. But in order to find out the Capital Fund on 1st January, 1963, we 
, must prepare the Balance Sheet as at that date: 


BALANCE SHEET AS AT JANUARY 1, 1963 



BALANOE SHEET AS AT DEOEMBER 31, 1962 
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Illustration 105 

The following is the statement of recdipts and payments of Charity Eye Hospital 
for the year ended 31st December, 1965: 


. RempU Rs. Payments Rs. 

O^mn^O^aitces; Furniture Purcliksed .. 100 

Cash m hand .. ., ,, 500 Salaries . ., 23*000 

Cash at Bank .. 8,000 Instruments Purchased ,, ,. 500 

Subscriptions. 25,000 Diet Expenses. 2,000 

Interest . 9,000 Surgery & Dispensaty .. ., 1,000 

Donations . 4,000 Rent & Taxes . 500 

Miscellaneous Receipts .. .. 300 Insurance . 200 

Office Expenses ., ,. ,. 700 

Misc. Expenses . 100 

Closing Balances; 

Gash in hand . 700 

Gash at' Bank .18,000 


46,800 ' 46,800 


The assets on 1st January, 1965, were: Furniture Rs. 2,000; Land, Rs. 50,000; 
EuildingS, Rs. 1,50,000 and Instruments, Rs. 3,500. Depreciation has to be provided 
every year on Buildings @ 2^%, Furniture @ 6% and on Instruments ® 20%. Also, 
there was an Endowment Fund of the value of Rs. 1,80,000 which was wholly invested 
in Government Securities. 

The subscriptions received during 1965 included Rs. 10,000 for 1964, butRs. 7,000 
was outstanding for 1965. Salaries paid included Rs. 1,000 for 1964, but Rs. 1,500 was 
payable for 1965. Interest received included Rs. 2,000 for 1964 but Rs. 2,300 were out¬ 
standing for 1965. 

You are required to prepare the Income and Expenditure Account for the year 
and the Balance Sheet as on 31st December, 1965. 


Soludon 


INCOME and expenditure account or CHARITY EYE HOSPITAL 
FOR THE YEAR ENDED 31SX DECEMBER, ,1965 


Expendiiur* 

To Salaries 23,000 

Less Amoimt 

paid for 1964 1,000 


Add Outstanding 
Salaries 


22,000 

J,5Q0 


To Diet Expenses 
To Surgery & Dispensary 


To Rent & Taxes r' 

To Insurance > , ,, 

To Office Expenses 
To Miscelianeotu Expenses ; 


Rs. 

Inemt 

25,000 . 

By Subscriptions , 
Less Amount 
relating to 


1964 

1 

10,000 

15,000 


Add Amount 



outstanding 

7.000 , 


, for 1965 


, 'By Interest'', 

9,000 


Less Amount ' 

' -J - s 


relating to ' 

2,000 . 


1964 

I 


7,000 


Rs. 


22,000 

>-i i' ' 

- 
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INCOME AND EXPENDITURE ACCOUNT OF CHARITY EYE HOSPlTAU 
FOR Tin: YEAR ENDED 31ST DECEMBER, 1965—Co/lirf. 


To Depreciation on 
Buildiiii;<i 

Furniiiire 

IiiMriiments 

3.700 

130 

700 

Rs. 

1 

4-,570 

^Atld Amount 
nutetiiitding 

for 1965 3,300 

To Surplus - cxccu of 
Income over 
Rxpei)dilure 


3,030 

By Miscellaneous Itcceipis 



35,600 







Rs. 

9,300 

300 


35,600 


BALANCE SHEET OF CHARITY EYE HOSPITAL 


AS ON 31st DECEMBER, 1965 


Liabilities 

Rs. 

Asset! 


Rs. 

Salaries oiUstnnding 

1,500 

hand 


50,000 



Buildings 

1,50,000 


Endowment Fmul 

1,80,000 

Less Dcprc- 





ciatiui) 

3,750 

1,46,250 

Capital Fund 







Furniture 

2,100 


Opening' Balance 2,25,000* 


Less Depre- 



Add Surplus i.c., 


ciaiion 

120 

1,980 

excess of In- 





come over 


Instruments 

4,000 


Expenditure 


Less Depre- 



for the year 


ciation 

700 

3,300 

1965 3,030 

2,28,030 






Endowment Fund 





Investments 


1,80,000 



Cash at Bank 


18,000 



Cash in hand 


700 



Subscriptions in 





arcear 


7,000 



Interest in 





4rrear 


2,300 

, 

4,09,530 



4,09,530 


* llie stucleni sliould prepare the Balance Sheet iis at 31st December, 1964, to ascertain 
this fi^re. 


EXERCISE XIX 

1. Distinguish clearly between the Receipts and Payments Account and 
the Income and Expenditure Account, 

2. State briefly the steps necessary to prcpai'c an Income and Expenditure 
Account from a Receipts and Payments Account. 
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3.^ The following is the Receipts and Payments Account of Hans Raj College 
Students’ Welfare Society for the year ended 31st December, 1964: 


Receipts 


Ra. 

Payments 

Ra. 

To Opcnini; Bal.ance of 
C.'(sli iii Bank 


650 

By Stationery & 

Postage 

100 

Gash in hand 



By Honorarium to 



30 

Student Secretary 

60 

To .Subscrlpiiuiis: 



By Charity Show 


15303 

10 


^epenses 

650 

1U04 

1,300 

1,310 

By Purchase of Units 


— 



of Unit Trust of 


To Donations from 



India 

2,500 

<‘x-studcnts 

To Tickets of Chanty 


700 

By Books 

750 

Show 


3,500 

By Clothes to 
needy students 

830 

To Interest on 




Investments 


200 

By Cash Aid 

By Closing Balance of 

600 

850 




Gash at Bank 




Cash in hand 

50 



6,390 


6,390 

Subscription.5 outstanding for 1964 

on 31st December, 1964, were 

Rs. 15. 


Books on 1st January, 1964, were of the book value ofRs. 4,625. 

l*repare the Income and Expenditure Account for the year ended 31st 
December, 1964, treating donations as a revenue item, capitalising income from 
Charity Show and providing depreciation on books at 10 per cent per annum, 
(Provide depreciation for G months on books purchased during the year). 

(Excess of Income over Expenditure, Rs. 125), 

4. The following is the summary of cash transactions of Intellectuals’ 
Literary Club for the year ended 31st December, 1960, 


Balance from last 
year .. 

Entrance Fees .. 
Subscriptions .. 
Donations 

Life Membership Fee 
Interest 
Profit on 
Entertainments 


Rent and Rates 
319 Wages 

255 Lighting Charges 

1,600 Lecturers’ Fees 

165 Books .. 

250 Office Expenses 

14 Placed on 3 per cent 

Fixed Deposit 1st 
42 Jnly» I960 ,. 

Gash at Bank on 
31st Dec., 65. 

Cash in hand on 
31st Dec,, 65. ' .i 


168 

245 

72 

435 

213 

450 


800 

242 

20 - 


2,645 


2,645 
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At the beginning of the year, the Club possessed Books worth Rs. 2,000 and 
Fufniture worth Ra. 850. Ordinary subscriptions in arrears at the beginning of the 
year amounted to Rs. 33 and at the end of the year Rs. 45 and six months’ rent 
(Rs. GO) was due both at the end of the year. 

Prepare Income and Expenditure Account of the Club for the year ended 
31st December, I960, and its Balance Sheet on that date after writing Rs. 50 and 
Rs.llS off Furniture and Books, respectively. 

(Excess of Income over Expenditure, R8.650, Balance Sheet, Rs, 4,019). 

5, Given below is the Receipts and Payments Account of Youtlis’ Club 
for the year ending 31st December, 1963. 


Rtciipts Rs. Pajmntt Rs. 

To Balance b/d .. .. 1,025 By Salaries .. .. 600 

To Subscripuons .. .. By General Expenses.. .. .. 75 

1962 . .. 40 By Drama Expenses .. .. 450 

1963 . 2,050 

1964 .. .. 60 By Newspapers etc. ,, 150 

To Donation.. .. 540 By Municipal Taxes ., ,. .. 40 

To Proceeds of Drama By Charity. 350 

tickets. 950 

By Investments . 2,000 

To Sale of Waste 

Paper .. .. 45 By Electric charges .. .. .. 145 

By Bailee c/d ., ., . 900 


4,710 4,710 


Prepare the Club’s Income and Expendilui'C Account for the year ended 
31st December, 1963, and its Balance Sheet as on that date, after taking the following 
information into account! •. 

(i) There are 500 members each paying an annual subscription of Rs. 5; 
Rs. 50 were due by way of subscription for 1962 on 31si December, 1963. 

(ii) Buildings stand in the books at Rs. 10,000 and it is required to write 
off depreciation at 5%. . 

(iii) Rs. 25 have accrued as interest on investments. 

(Excess of Income over Expenditui'C, Rs. 1,210; Balance Sheet Rs. 12,925). 















CHAPTER XX 


The Self Balancing System 


So far we have considered a system in which there is only one ledger. If there is a 
mistake in. the trial balance, then almost all the^accounts have to be checked in order to 
locate the mistake. The trial balance does not show in which part of the ledger the mistake 
lies. To obviate this difficulty the system of self-balancing of ledgers is introduced. The 
object of this system is mainly to localize the errors. In other words, if this system is in use, 
one would know in which part of the work there is no mistake and which part of the work 
contains errors. Obviously then, attention need only be paid to the part in which there are 
errors so that the same can be rectified quickly. 

Briefly the system consists of dividing the whole ledger into three main parts: 

1. , A ledger containing the accounts ofcreditcuatomers.lt is called the Customers* 

Ledger, Sold Ledger or Sales Ledger. 

2. A ledger containing the accounts of creditors or suppliers, this is known as the 
Purchase Ledger, Creditors’Ledger or Bought Ledger. , ■ . . 

3. A ledger containing other accounts, i,e., accounts relating to assets, liabilities, 

, expenses, incomes, etc. This is the usual ledger minus the accounts for customers' 
and suppliers of goods in trade. Therefore, it is knpwn as the principal ledger 
or the General Ledger. / ' 

The other ledgers are caied subsidiary ledgers. ' , . ' 

Let us first state the advantages whi<i would accrue if the ledgers arc maintained 
on the self-balancing system. 


Advaiktagea ^ , 

The advantages of the seltbalancing of ledgers-are asunder: - ,, ,• j, ' 

1. This system enables one to know who-e the errors lie and thus to locate apd 


2 . 


ratify them quickly. 

The total am,ounts owing by debtors and total amounts owing to creditors are ,, 
readily available because suitable accounts will hav® .to he maintained _ 
in the General Ledger for this pu^ose. This will, be'discussed a'.litfie - -’i 

' ' " * '•.Vi 


later, 
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3. Since the clerks maintaining tlic General Ledger and the Sales and Bought 
Ledgers will lie difTercnl die mistakes committed by one clerk or mischief done 
by him will be automatically shown up by the work of other clerks, unless all 
the clerks conceiiicd are in tollusion. 

4. Tlie work of preparing the ledgers ran be split up since one man can attend to 
the Geneuil Ledger, iinf)lhcr to the Sales Ledger and a third to the Bought 
Ledger, and thus the whole work can Ijc completed expeditiously. 

One slumkl note, that the principle of self-balancing ledgers can be extended not 
only to ledgers t.ontairiiiig accounts (tf customers and creditors but also to other ledgers, 
say ledgcis containing accounts oI‘.stnre.s and tnalerlals. 

Essentials for Maintaining a System of Self-balancing 

The essence of the self-balancing system lic.s in keeping an account in totals relating 
to the customers. Also, there will he another account in totals relating to all the trade 
creditors pul together. This means that the Cash Book at least will have to be so ruled 
as to give re.ady information about cash received from the customers and eash paid to 
suppliers. This r.an be easily done, by ptoviding one extra column on the receipt side of 
the cash book and another extra column on the payment .side of llui Cash Book—that on 
the receipt side will show payments received from enstomers and that on the payment 
side will show payments mafic to creditors. 

Sometimc.s the number of customers is so large that the customers' ledger itself 
may have to be split into two or three.. The splitting may be. done on a geographical basis; 
for example, one ledger may contain accounts of all tlie castomcr.s in North India and 
another may contain accounts of all the customers in South India. Another basis may be 
alphabetical. The accounts of customers whose names begin with letters A to M may be 
put in one ledger and the accounts of the remaining customers may be put in another. If 
the customers’ ledger is split like this there will liave to be as many columns in the Gath 
Book, Bills Receivable Book, Sales Book and Returns Inwards Book as there are 
customers’ ledgers. If there arc three customers’ ledgers, there must be three extra 
columns in the Cash Book to record receipts from customers falling in each category 
separately. Similarly, there must be tluxe extra columns in the Sales Book to show the 
sales made to each category of customers separately and similarly in other subsidiary 
books. On this basis the Sales Book ruling will appear as under: 


Sales Book 


Dali 

Parlkulars 

LEDGER 

FOLIO 

Dilails 

Ri. 

Amtml 

Ra. 

- a - 

H- 0 
Sails 
Lidgtr 
Rs, 

p-z 

Saks 

Ledgtr 

At. 

' 








■ 
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If the numher of trade creditors is also large the Bought Ledger may also be split 
into two or three. In that case a suitable number of columns will have to be provided in 
the Gash Book on tlie payment side, in the Purchase Book, and in the Bills Payable Book and 
Returns Outwards Book. 


Seedoual Ledgers 

Sectional ledgers are those which do not afford a trial balance of their own. Under 
this system the Sales Ledger would contain only the accounts of the customers and the 
entry in this ledger, taken by itself, will be one-sided. For instance, when customers 
purchase the goods they will be debited, and in this ledger there will be no account to 
which the amount would be credited. Similarly, when cash is received from them they 
will be credited but no account in this ledger will be debited. This applies to all other entries 
made in the Customers’ Ledger. Therefore, there can be no trial balance from the 
Customers’ Ledger. In the same way, there can be no trial balance from the Bought Ledger. 
The accuracy of these ledgers is tested with reference to the total accounts kept in the 
General Ledger, 


Total Debtors Account 

The student will easily realize that if the customers’ accounts arc talcen away from 
the General Ledger and if nothing is put in their place, the double entry in the ledger 
would not be complete. For instance, for sales made to customers the Sales Account will be 
credited with the total of the Sales Book. But since customers’ accounts have been taken 
away there will be no account to be debited in respect of sales. This also applies to o^er 
transactioas with custoraerg. To complete the journal entry, if for no other reason, there 
must be another account. This account is known as the Total Debtors Account. The tote 
entry in respect of all transactions with customers is completed in this account as if the 
firm had only one customer. The following would be the scheme for various transactions. 


Sales 


Gash received 
from them 

Discounts 
allowed to 
Oustomers 


Returns from 
Customers 


In thi Gtmral Ledger Sales Ledger 


Debit Total Debtors Account 
Qredit Sales Account (on 
the basis of the Sales Book) 


Debit Cash Book 
Credit Total Debtors 
Account 

Debit Discount Account 
Credit Total Debtors 
Account 

the basis of the 
Ekiscount column in 
the Gash Book) 

Debit Returns Inwards 
Account 

Credit Total Debtors 
Account 

(on the basis of the 
' total of the Returns 
Inwards Book) 




Debit Individual Customers 
Credit Individual Customers 
Credit Individual Customers 

Credit Individual Qustorteis 
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In tbe General Ledger 

Li the Sales Ledger 

Bills Receiv¬ 
able received 
from them 

Debit Bilb Receiv¬ 
able Account 

Credit Total Debton 

Account 

(on the basis of Bilb 
Receivable Book] 

Credit Individual 

Customers 

Bad Debts 

Debit Bad Debts A/c 

Credit Total Debtors 

Account 

Credit Individual 

Customers 

Bills Receiv¬ 
able Dishonoured 

Debit Total Debtors 

Account 

Credit Bills 

Receivable Account 
(or Bank Account 
if the bilb were 
discounted) 

Debit Individual 

Customers 


Tlic principles of the above scheme would apply to any transaction with the 
customers. The individual customers are debited or credited. The Total Debtors Account 


is also posted on the same side but with the total amount involved widi all the customers 
in respect of the transactions of the same type. From the above, it will be clear that the 
balance in the Total Debtors Account must be equal to the total of the balances shown by 
accounts of individual customers. In fact, this is the test of accuracy. At the end of, say a 
month or six montlis or a year, the balances of the accounts of the customers are extracted, 
listed and totalled. If this total agrees with the balance in the Total Debtors Account, one 
can take it that there is no mistake in the Sales Ledger and that the accounts of all customers 
have been maintained correctly. 

A new firm had the following transactions with its customers during a certain month: 


Cusimtr 

Sidts 

Ba, 

Cash Rue'mi 

Bi. 

Diitomt Allamd 

Rs. 

Returns 

As. 

A 

1,500 

600 

20 

100 

B 

2,100 

1,100 

30 

— 

0 

1,400 

700 


50 

D 

1,800 

1,000 

40 

— 

Total 

6,800 

3,400 

90 

150 


saas=» 


= 



Pirepare accounts of customers (in Sales Ledger) and Total Debtors Account 
(in General Ledger). 

Dr, Cr. 
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In the Gene«il Ledger _ I„ th, g 




B 




To Sales . 


2,100 


By Cash. 

By Discount . 

1,100 

30 





By Balance c/d .. 

970 



2,100 



2,100 

To Balance b/d 


970 






G 




To Sales . 


1,400 


By Cash. 

700‘ 





By Returns . 

50 





By Balance e/d. 

650 


■ 

1,400 

■ 


1,400 

To Balanoe b/d .. ., 

I 

650 

■ 




■ 

D 

■ 



To Sales . 

■ 

1,800 

■ 

By Cash. 



■ 


■ 

By Discount . 





■ 

By Balance c/d. 



1 

1,800 

■ 

1 

1,800 

To Balance b/d 

1 

760 

1 




Dr. 


General Ledger 
Total Debtors Acconnt 


Gr. 


To Sales . 

1 

Rs. 

6,800 

1 

By Gash, '. 

By Discount 

By Returns 

By Balance c/d 

Rs. 

3,400 

90 

150 

3,160 



6,800 

■ 


6,800 

To Balance b/d .. 

1 

3,160 

1 




The balance in the Total Debtors Account agrees with the total of the balances in 


accounts of individual accounts. Thus: 


Rs, 


A 780 

B 970 

G , ' ' 650 

P 760 


3,160 


Total 
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Wc can say, therefore, that the accounts in the Sales Ledger can be taken 
to be correct, 

lUuBtration 106 

Prepare the Total Debtors Account from the following particulars: 


Rs. 

Total Debtors* balances on lit April, 19G4.19,700 

During April, 1964— 

Credit Sdes .. .. .. 36,200 

Cash Sales.. . 9,300 

Cash Received from Debtors .21,300 

Discount allowed to them ., . .. 700 

Bills Received receivable .. .. ..6,100 

Returns Inwards .. ■> •• .. •• .• ■■ •• 1,500 

Bills Receivable dishonoured .. .. .. .. .. 1,100 

Bad Debts written off .. .. 600 


Solution 


Totsd Debtors Acconnt 

Dr. Or. 


1964 

April 

)S 

it 

1 

30 

» 

r—— ...... 

To Balance b/d 

To Sales 

To Bills Receivable 

A/c (Dishonoured) 

/ 

.— ■ *■' 

Ra. 

19,700 

36,200 

1,100 

1964 

April 

it 

$i 

30 

n 

it 

it 

By Cash 

By Discounts 

By Bills Receivable 
A/c 

By Returns Inwards 
'Ey Bad Debts 

By Balance c/d 


Its. 

21,300 

700 

6,100 

1,500 

600 

26,800 





57,000 





57,000 

May 

I 

To Balance b/d 


26,800 







Accounts of some customers sometimes' show credit balances. This is because 
sometimes they return, the goods after they have paid for them or they are given special 
allowance or rebate. In the Total Debtors Account, the total of such credit balances should 
be put on the debit side as "To Balance c/d". Then only the account should be balanced. 
The account will show opening balances on both sides—a small balance on the credit 
side and a much bigger balance on the debit side. 

Total Creditors Acconnt 

In the same way, and on the same, principles, the Bought Ledger is maiptmed, 
Individual suppliers are debited or credited with their respective transactions. The Total 
Creditors Account is maintained in the general ledger and is posted in totals. In the general 
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ledger, therefore, the double entry will be complete. The following would be the scheme in 
•which the various transactions would be entered: 



GtMral Lidgir 

Bought Ledger 

Purchases 

Debit Purchases A/c 

Credit Individual 


Credit Total Debtors 

Suppliers 

Cash Paid 

Account 


Debit Total 

Debit Individual 

to them 

Creditors Account 

Suppliers 


Credit Cash Book 

Discount 

Debit Total 


Received 
from them 

Creditors Account 

Credit Discount 

Account 

^_do— 

Bills Pay-. 

Debit Total 


able Issued 
to them 

Creditors Account 

—do— 


Credit Bills 



Payable Account 

. 

Goods Re¬ 

Debit Total 


turned to 

Creditors Account 

do—“ 

them 

Credit Returns 

Outwards Account 



Thus transactions entered in the accounts of suppliers w'ould also be entered on the 
same side in the Total Creditors Account but in totals only. The balance in the Total 
Creditors’ Account should agree with the total of the balances shown by the individual 
creditors accounts of trade. If these two figures agree, one can take it as a reasonable proof 
of the accuracy of the Bought Ledger and the individual accounts contained therein. 


lUnstfatlon 107 

p'rom the following figures, prepare the Total Creditors’ Account! 


Totals of balances of accaunts of Suppliers 
on June 1, 1964 

Transactions during June, 1964— 

Credit Purchases. 

Cash Paid to them. 

Discounts allowed by them 
Returns to them .. .. •. ’ 

Bills Paimble issued to them 


—icr— 

9,400 ' 

. 12,500' 
7,800 
400 
700 ’ 

. 3,500 


Solatlon 

Df, Total Credltora i^cpiint. ■ Or. 


i5sr 

June 

n 

t» 

}> 

1 

ToCaih 

To Discounts 

To Returns Outwards 
To Bills Payable 

To Balance c/d 

I; 

Rs. 

, 7,800 
400 
- 700 

3.500 

9.500 

15Sr 

Jnne 

f> 

1 

30 

By Balance h/d 

By Purchases ' • ' . 

' ' 

1 

Rs. . 
9,400 
12,500. 




1 

■ 




'21,900 

' 

■ 




July 

1 

By Balance b/d 

V 

'9,$00 
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The accounts of some suppliers show debit balances because of allowances received 
from them or returns to them after payment. The total of such debit balances should be put 
on the credit side as “By Balance c/d” and then only balance due to creditorsj in total, 
should be ascertained. For the next period, there will be two opening balances, one on the 
debit side and much bigger balance on the credit side. 

Self-Balauciiig System 

As has been noted above, the Sales Ledger and Bought Ledger by themselves do not 
aflford a trial balance. In fact, it is not very essential that they should, since we have abeady 
seen how accuracy can be tested. But some authorities believe that if there is a ledger there 
must be a trial balance, If these subsidiary ledgers are also maintained in such a way as to 
complete the double entry there itself thus affoi'ding a trial balance also, the system would 
be known as the self-balancing system. The essential feature of this .system is that in each 
ledger, an account called the CJeneral Ledger Adjustment Account is maintained. In the 
Sales Ledger there will be a General Ledger Adjustment Account. In the Bought Ledger 
also there will be an account called General Ledger Adjustment Account. The nature of 
these accounts would be different although the name is the same. In such a case the Total 
Debtors Account in the General Ledger would be named as Sales Ledger Adjustment 
Account. Also, the Total Creditors Account would he re-named as Bought Ledger Adjust¬ 
ment Account. The double entry work is also completed in a way different from what was 
outlined in case of the sectional system. The essential feature of this is that the ordinary 
way of making entries is maintained. For instance, the ordinary way of posting sales is to 
debit individual customers and credit Sales Account. This would be followed in case of 
self-balancing system also. But this is to be supplemented by a system of entries which 
would lead to preparation of the Sales Ledger Adjustment Account (in the General Ledger) 
and General Ledger Ac^ustment Account (in the Sales Ledger) and also to the preparation 
of the Bought Ledger Adjustment Account (in the General Ledger) and the General 
Ledger Adjustment Account (in the Bought Ledger). Wc give below the scheme of 
entries: 


R«Iiittng t« Gaatomcni 


Sales 


IT 


Debit Individual 
Customers 


Credit Saica Account 


Cash Received Debit Cash Book 

from Customers 

Credit Individual 
Customers 


( 2 ) 

Debit Sales Ledger 
Adjustment Account 
(in the General 
Ledger) 

Credit General 
ledger Adjustment 
Account 
(in the Salr.i 
Ledger) 

Debit General Ledger 
Adjustment Account (in 
the Sales Ledger) 

Credit Sales Ledger 
Adjustment Account 

£ 1 the General 
dger) 
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Discount 
allowed to 
them 

Debit Discount Account 

Credit Individual 

Customers 

Credit Sales Ledger 
Adjustment Account 
(in the General 
tiedger) 

—do— 

Bills Rcceiv' 

Debit Bills Receivable 

able received 
from them 

Account 



Credit Individual 

Customers 


Returns from 

Debit Returns 

—do-^ 

customers 

Inwards Account 

Credit Individutd 

Customen 


Bad Debts 

Debit Bad Debts 

Account 

Credit Individual 

Customers 

—do— 

Bills 

Debit Individual 

Debit Sales Ledger 

Receivable 

Customers 

Adjustment Account 

dishonoured 

Credit Bills Re¬ 
ceivable Account 

(in the General 
Ledger) 


(or Bank Account 

Oredit General 


if the bills were 
discoimted) 

Ledger Adjustment 
Account (m the 

Sales Ledger) 


Olustration 108 

From the following particulars prepare the relevant adjustment accounts: 


Total debtors on March 1,1964 
Transactions during March, 1964— 
Credit Sales 

Gash received from customers 
Discount allowed ,. 

Bills Receivable Received ., 
Returns Inwards 
Charges debited to customers 


157" 

21,500 

28,700 

20,200 

800 

2,300 

900 

300 


On 31st March, 1964, some customers accounts showed credit balances totalling 
Rs. 250, 


Solution 

Dr. 


IN THE GENERAL LEDGER 


Cr. 


157 


20,200 

800 

2,300 

900 

26,550 

50,750 


1964 

March! 


April 


To Balance b/d 
To General Ledger 
Adjustment A/c ip. 
Safes Ledger as 
under 
Sales 
Charges 
To Balance c/d 


To Balance b/d 



Rs. 

21,500 

l964 

31 


H 

■ 




50,750 




26,550 

April 

1 


By General Ledger 
AtBustment A/c in 
Safes Ledger as 
under 
Cash 

Discounts. 

Bills Receivable 
Returns 
By Balance c/d 


By Balance b/d 
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IN THE SALES LEDGER 
General Ledger Adjnetjnent Account 

Dr. Cr. 


1964 

March 31 

U 11 

To Sales Ledger 
Adjustment A/c 
in General Ledgw 
as under: 

Cash 

Discounts 

Bills Receiv¬ 
able 

Returns 

To Balance c/d 


ig; ■ 

20,200 

800 

2,300 

900 

26^50 

1964 

March 

>1 

1 

31 

By Balance b/d 

By Sales Ledger 
Ai^ustment A/c 
in General 

Ledger as under: 
Sales 

Charges 

By Balance c/d 


Rs. • 

21,500 

28,700 

300 

250 




50,750 





50,750 

April 1 

To Balance b/d 


1 250 

April 

1 

By Balance b/d 


26,550 


Scherne of Entrlea for Bonght Ledger 


Purchases Debit Purchases 

Account 

Credit Individual 
Customers 


Cash paid Debit Individual 

to them Suppliers 

Credit Cash Book 


Discount 
Allowed 
by them 


Bills Payable 
Issued to 
them 


Returns to. 
^em 


Debit Individual 
Suppliers 

Credit Discount 
Account 

Debit Individual 
Suppliers 

Credit Bills 
Payable Account 

Debit Individual 
Suppliers 

Credit Returns 
Outward Account 


Debit General Ledger 
Adjustment Account 

e the Bought 
dger) 


Credit Bought Ledger 
Adjustment Account 
(in the General 
Ledger) 

Debit Bought Ledger 
Adjustment Account 

e . the General 
dger) 

Credit General Ledger 
Adjustment Account (in Bought 
Ledger) 


-.."do-*- 
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lUnstration 109 

Prepare the necessary adjustment accounts from the following particulars: 


Total of Creditors balances on 1st July, 1964 
Transactions during July, 1964— 


Rs. 

Debit.. 400 

Credit.. 11,700 


Credit Purchases. 

Cash paid to them.. ’ '' ‘ 

Returns Outwards. ] | ” ' ' ' ‘ 

Discount Received ., .. .. . ,, [ ’ | ‘ 

Cash received from (hem. ]. ’' ] ] 

Bills Payable issued.’ \ \ ” 

Cash Purchases . 11 \\ 

Bills Payable dishonoured.' . | 

Debit balances on 31st July, 1964, in the Crediton* Ledger totalled Rs. 370. 


15,700 
9,200 
900 
400 
150 
4,300 
1,500 
, 1,100 


IN THE GENERAL LEDGER 


Bought Ledger Control Account 

Dr. Cr. 


mr 





1964 




Tis. 

J“iy 

1 

To Balance b/d 


400 

July 

1 

By Balance b/d 


11,700 

II 

31 

To General Ledger 




31 

By General Ledwr 





Adjustment A/c in 


• 



, Adjustment Ajc 





Bought Ledger 





in Bought Ledger 





as under— 





as under— 





Cash 


9,200 



Purcba8es(credit) 


15,700 



Returns 


900 



Cash 


150 



Discounts 


400 



Bills Payable 





Bills Payable 


4,300 



dishonoured 


1.-100 

IJ 

II 

To Balance c/d 


13,820 

II 

II 

By Balance c/d 


370 





29,020 



' 


29,020 

Auk- 

1 

To Balance b/d 


370 

Aug. 

I 

By Balance b/d 


13,820 


IN THE BOUGHT LEDGER 
General Ledger Adjustment Account 


Rs. 

400 


9,200 

'900 

400 

4,390/ 

13^620, 


1964 

July 

u 


Aug. 


To Balance b/d 
To Bought Ledger 
Adjustment A/o 
in the General 
Ledger as under: 
Purchases (Credit 
Cash 

Bills Payable 
dishonoured 

To Balance c/d 


To Balance b/d 



11,700 

1964 

July 

M 

H 

1 

81 

31 


15,700 

150 

, ijioo 



' 

370 

,11 , 

l» ' 


29,020 




13,820 

Aug. 

' 

1 


By Balance b/d 
By Bought Ledger' 
IiMger as under: - 
Adjustment A/c 
in the General 
Cash 
Returns 
Discounts 
Bills Payable 
£y Balance c/d 


By Balance b^d 


29,020 


370 
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Transfer from one Ledger to another 

Sometimes, accounts relating to the same person will appear botli in the Sales 
Ledger and in the Bought Ledger. Suppose a firm sells to X goods worth Rs. 500. It will 
open X’s account in the Sales Ledger and debit die account by Rs, 500. Later, the firm 
purchases goods from X worth Rs. 300. X’s account will now be opened in the Bought 
Ledger and credited by Rs. 300. X will naturally pay only Rs. 200. The credit balance 
standing to the credit of X in the Bought Ledger will have to be transferred to X’s account 
in the Sales Ledger. In addition to accounts relating to X, one should remember, there 
will be four other accounts that will be affected, viz.t 

The Sales Ledger Adjustment Account (in General Ledger) 

The Bought Ledger Adjustment Account (in General Ledger) 

The General Adjustment Account (in Sales Ledger) and 
The General Ledger Adjustment Account (in Bought Ledger), 

Transfer of an account from the Bought Ledger to the Sales Ledger will require the 
following entries (taking the above example): 

Rs. Rs. 

(i) X (In Bought Ledger) Dr. 900 

To X (In Sales Ledger) 300 

Transfer of the credit 
balance of X in the 
Bought Ledger to his 
account in the Sales 
Ledger. 


(ii) Bought Ledger Adjustment A/c Dr. 900 

(In the General Ledger) 

To General Ledger Adjustment A/c 300 

(In the Bought Ledger) 

Entry to adjust Bought Ledger 
Adjustment A/c because of 
transfer of X's account to 
Sales Ledger. 


(iii) General Ledger Adjustment A/c Dr. 300 

(In the Sales Ledger) 

To Sales Ledger Amustment A/c 300 

(In the General Ledger) 

Entry to adjust Sales Ledger 
Adjustment Account because of 
credit to X's account due to 
transfer from the Bought Ledger. 


Mu i Had tlie Ledgers been maintained on "Sectional Balancing System", the entries 
Would have been: 

(i) X (In Bouglit Ledger) Dr. 300 

To X (In Sales Ledger) 300 


(ii) Total Creditors Account Dr. 300 

To Total Debtors Account 300 


/' If there are two or more Sales Ledgers, an account may be transferred from one 
Ledger to another. In such a case also, various Adjustments Accounts will have to be 
debited or credited in addition to the entries to be made in tlte accounts of the person 
concerned. Suppose a firm maintains two Sales Ledgers, North and South. Mr. Kohli 
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transfers his business from Delhi to Madras. His account shows a debit balance of 
Rs. 1,500. The entries for the transfer of the account will be (without narration); 


(i) 

Kohli (in South Sales Ledger 

To Kohli (in North Sales 

Ledger) 

Dr. 

Rs. 

1,500 

Rs. 

1,500 

(ii) 

South Sales Ledger 

Adjustment A/c (in G^eral Ledger) 

To G^eral Ledger 

Adjustment A/c 
(In South Sales Ledger) 

Dr. 

1,500 

1,500 

(Hi) 

General Ledger Adjustment A/c 
(In North Sales Ledger) 

To North Sales Ledger 

Adjustment A/c— 

(In General Ledger) 

Dr. 

1,500 

1,500 

(i) 

With a sectional system of ledgers, the entries would be; 
Kohli (in South Sales Ledger) Dr. 

To Kohli (in North Sales 

Ledger) 

Rs. 

1,500 

Rs. 

1,500 

(ii) 

South Total Debtors A/c 

To North Total Debtors A/c 

Dr. 

1,500 

1,500 


Entries similar to the above are required abo when mistakes are covered. Suppose 
Sales to Bhatt of Rs. 575 are entered in the Sales Book as Rs. 755. The mbtake 


Means that Bhatt has been debited by Rs’. 180 excess and Sales Account (because 
of the total in the Sales Book) has been credited by a similar amount in excess. 
The atyustment accounts will abo be affected. To rectify, the following entries 
^vill be necessary 


180 


IBO 


Exercise XX 


(i) Sales Account 
To Bhatt 


Dr. 


(ii) General Ledger Adjustment 
A/c (In Gmeral Ledger) 
To Sales Ledger 
Adjustment A/c 
(In the General Ledger) 


Dr. 


180 


180 


1. Explain clearly the system of Self-balancing Ledgers. How doea it differ 


from Sectional Balancing? 

2, Prepare Total Debtors Account for January, 1966 from the 
figures! 

Balance ofTrade Debtors on 1st January 1966 . 

Credit Sales made during the month .. .. 

flgsh received from customers “ , - " . '' 

Discount allowed to therni .. . ■ ■ » • * 

Bills Receivable received from customers .. .... 

Bad Debts written off during the rnonth .. ,, ■ • 

(Balance Rs. 24j271) 


following 

Rs. 

17,890 

39,800 

30,600 

plK 

2,000 

207 
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3, From the following figures relating to June 1965 prepare Total Debtors 
Account and Total Creditors Account: 

Trade Debtors on 1st June, 1965 . 26,800 

Trade Creditors on 1st June, 1965 . 48,450 

Cadi received from customers .. 50,300 

Cfesh Paid to suppliers 40,800 

Credit Purchases 28,390 

Credit Sales 51,730 

Discount received 1,224 

Discount allowed .. .. .. 1,006 

Bills Receivable received .. 4,000 

Bills Payable given to suppliers .. .. ■. 3,000 

Bills Receivable dishonoured . 1,000 

Bad Debts written oflf .. 200 

Transfers .. . .. 2,400 

(Balance of Trade Debtors, Rs. 21,624; balance of Trade Creditors, Rs. 29,416). 

4. From the following details, prepare the Bought Ledger Adjustment 
^ Account and Sold Ledger Adjustment Account for January, 1964, as they would 

appear in the General Ledger: 

Rs. 

Trade Debtors (Ist January, 1964) .. .. .. Dr. 17,000 

—do— -^ 0 — Cr. 200 

Trade Creditors ... ,, .. Cr. 28,000 

_-do— —doj— Dr. 300 

Cash Purchases . .. 500 

Credit Purchases . ., .. .. 20,800 

Gash Sales 5,820 

Credit Sales 25,600 

Gash received from customers . 26,200 

Discount allowed to them. 524 

Cash Paid to suppliers ., .. ... 18,700 

Discount received from them .. .. .. 561 

Transfers .. .. .. ., 300 

Trade Debtors (31st December, 1964) .Cr. 20 

Trade Creditors —do— Dr, 250 

(Debit Balance of Trade Debtors Rs, 15,396; Credit Balance of Trade Creditors, 
Rs. 29,189). 

5. From the following, particulars, pr^are the four acljustmcnt accounts 

for July, 1965, that would appear in the, Debtors* Ledger, Creditors' Ledger and 
General Ledger. * 

Rs. 

' Trade Debtors (1st July, 1963) ,, . 10,000 

, li^e Creditors „ . .. 18,000 
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Credit Sales .. .. .. ., _ . , _ 22 500 

Credit Purchases . . . . . .. .. _ _ 15 goo 

Gash Paid to Trade Creditors .. .. .. .. .. .. 15 500 

Discount received from them .. .. .. .. .. ., 500 

Cash received from Trade Debtors .. .. .. .. ., 19,600 

Bad Debts .. .. .. .. ., .... 400 

Bad Debts written off but later on received .. .. .. ,. 100 

Transfers ,. ., .. .. .. .. 900 

Cash Sales .. .. ,. .. .. .. .. 5,S00 

(Balance of Trade Debtors, Rs. 11,600; Balance of Trade Creditors.Rs. 17,900)., 













CHAPTER XXI 


The Indian System of Book-keeping 


The Indian System of Book - keeping is the system of recording business transactions 
in one of the Indian languages or in the Muria script according to the Indian method 
of maintaining books of account. 

The Indian System, like the English System, is a complete Double Entry System, 
Like the English System, transactions are first recorded hi Subsidiary Boob and then 
posted to the Ledger, and at the end of each financial period, the Final Accounts includir^ 
the Balance Sheet are prepared. In fact, most of the differences between the Indian 
and Fmglish arc System in the forms of the different boob of account, columns, details and 
in the manner of making entries. So far as the fundamental rules arc concerned there are 
not many differences between the two systems, A few are noted below: 

Fandamental Differences 

An important fundamental difference between the two systems is that, while 
under the English System only cash transactions are recorded in the Gash Book, under 
the Indian System, credit transactions are also recorded in the Cash Book (called Rohar 
Bahi) by some business houses, especially the smaller ones. For credit transactions, entries' 
are passed both on the debit (JVhm) side and the credit (Jam) side. For example, if 
it is desired to record credit pmchascs in Sahar Bahi, one entry is made on the JVam side 
crediting the account of tlie supplier and another entry is made on Jam side, debiting 
the Goods Account. 

There is another difference as regards the Cash Book. Under the Indian System, 
the Cash Book or Rokar Bahi is kept in duplicate. There is a Kachchi Rokar Bahi (Rough) 
Cash Book, in which transactions are recorded as they occur either in ink or in pencil, 
as convenient. Sometimes even loose waste paper is used for the purpose of Kachchi 
Rokar Bahi. In addition, there is a PakU Rokar Bahi (Fair Cash Book) in which transactions 
are fair-copied from the Kachchi Rokar Bahi after they have been properly grouped. Under 
the English System, there is only one Gash Book, i.e., the Fair Cash Book. Also, money 
lent for a very short period is recorded in the Kachchi Rokar Bahi and witliout being trans¬ 
ferred to the Pakki Rokar Bahi, The money so lent is treated as cash in hand, and when 
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It js received back, no entry is passed. There is no such practice under the English System 

Every receipt and payment, -whether for a short or a long period, is recorded in the Gash 
Book. 

Another significant difference between the two systems is that under the 
Engh^ System, the left-hand side of accounts in the Ledger is the debit side and the 
right-hand side is the credit side, while under the Indian System, the left-hand side of 
accounts in the Khata Bahi (Ledger) is the Jama (credit) side and the right-hand side 
is the JVam (debit) side. However, the sides of the Gash Book and the Rokar Bahi are 
identical, with the result that, when posting the Cash Book to the Ledger, the sides are 
changed] but while posting Rokar Bahi to Khata BtJii, the items on the left-hand side of 
the Rokar Bahi are entered on the left-hand side of accounts of the Khata Bahi, and the' 
items on the right-hand side of Rokar Bahi arc entered on the right-hand side of accounts 
of the Khata Bahi, As is obvious, the double entry system is followed under both 
the systems. 

Lastly, no self-balancing system exists under the Indian System of Book-keeping. 

Other Dijffereiices 

Besides the fundamental differences mentioned above, there are a few differences 
between the two systems in the style of keeping accounts. These are; 

1. Under tlie Indian System, long B^is serve the purpose, in most cases, of the 
bound registers used under the English System. 

2. Under the English. System, registers are properly ruled, with necessary columns 
for making entries, while under the Indian System, the Bahis arc made of 
unruled paper and the leaves are folded length wise to provide columns. 
The first column on the Jama as well as the Kara side is called the Sira; it is 
meant for entering the amount of the transaction. The renaaiining columns 
are called the Feta; in these columns the particulars, date and reference 
of folio are written, but without any column wise classification, for, unlike 
the English System, there are no separate colunms for date, particulars and 
folio or ledger folio. 

3. Under the Indian System, the method of writing the amount is also different. 
Under the English System, separate columns are provided for entering rupees 
and paise. Under the Indian System, both rupees and paise are entered in 
the same column, ,a curved sign being used to separate paise from rupees. 
Rupees are entered inside the curve and paise are written outside 

4. The English System depei^ds upon vouchers for details and future reference. 
Very often reference is made only to the vouchers concerned in the Books 
of account and details are not recorded in the books thranselves. For this 
reason vouchers.have to be carefully preserved under the English System. 
Under the Indian System, on fiic other hand, most of the details are fecorded 
in the Subsidiary Books themselves so that vouchers are rendered unimportant. 

5. Under the English System, at the time of posting from Subsidiary Books to 
the Ledger, the liame of the account to which the dual aspect of the transaction 
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is posted is also given. Under the Indian System, only the date and amount 
of the transaction and the folio of the Subsidiary Book concerned are recorded. 
Consequently, reference has to be made to the Subsidiary Book to understand 
the nature of the transaction. 

6. There is a difference is the way of balancing accounts also. Under the Indian 
System, unlike the English System, the two .sides are first totalled in the Bahi 
itself. Then the balance is entered on the lighter side and the lighter side 
is once again totalled. Further, whereas under the English System, the grand 
totals of the two sides are written in the same line, under the Indian System 
the totals are placed at the very point up to which each side has been written. 

7. Under the English System, the debit entry always precedes the credit entry 
in the Journal. The Indian System follows the same practice, but in the 
Nakd Bahi (Purchases Book and Sales Book in a combined form) in which 
entries are made in the same manner as in the Journal, the credit entry is 
written prior to the writing of the debit entry for recording credit sales.. 

8. Under the English System, the tabular or columnar plan of Book-keeping 
is also used for the purpose of analysis, but under the Indian System, no such 
plan is adopted wiA regard to any book of account. 

9. Finally, tmder the Indian System, even lifeless things like cash, goods and 
■ year arc referred to as if they were human beings, and the term “Shri” is 

usually prefixed to them, Also, tvords of reverence for the proprietor’s favourite 
Deity arc very frequently inscribed in the books of account. 

Books of Acconnt tmder the Indian System 

The following books of account are usually maintained under the Indian System: 

As under tire Englisli System, the Khata Bahi (Ledger) is tire principal book of 
account. In addition, Subsidiary Books are also maintained according to the needs' of 
a particular business. In a small business, only the Rokar Bahi and Khata Bahi may be 
maintained. In suCh a case, even credit transactions are recorded in the Rokar Bahi 
There may be a J^akal Bahi to serve both as Purchases Book and Sales Book. Big business 
houses may maintain the Jam J^akat Bahi (Purchases Book) and Nam Nakal Bahi (Sales 
Book) separately. Then there may be a number of Memoranda Bookij such as the Hundi 
Bahi, ths jankar Bahi, HioBUti Bahi, the Sauda Bahi, the Chitllu Nakal Bahi, the flisab Bahi, 
the Bahi, the Tak Patti, Dastkhati Bahi, etc. 

The Rokar Bahi. 

The Rokar Bahi is primarily u>ed to record cash transactions, although petty 
traders use it also for recording transactions. The left-hand side is for recording receipts 
Sind the right-hand side is meant to record payments. The amount is written in the Sira 
and particulars are written in the Peia, the Rokar BaH is balanced daily and the date 
is written across the page according to the Indian as well as English calendars, along 
^' yiilih: the day of the week. A speemen of the Rokar Bahi is given on the following pages. 
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Pattaa No. 21 

Shri Oaneahji Sada Sahai, Shrl Santa 2022, Mlti Savan Snd( 5, Somvair 
Dated 2nd Angnst, 1965. 


696) 53 Shri Rokara Bahi Rahe 
212) 30 Shri Sohan Lai Mohan Lai Ke 
Jama 

212)30 Rokara Marfat 
Mohan Lai 

315) 42 Shri Mai Khate Ke Jama 
315)42 Phuthar Bikri hui 


1,424) 27 


505) Shri MaheshChand 

Mtuaddi Lai Ke Nam 
505) Rokara Marfat Muiuhiii 
303) 50 Shri Malkhate Ke Nam 
300) Shirting ekpeti 
Ahmedabad cloth gtores je 
Kharidi 

3)50 Packing Ke diye 
150) Shri Kiraya Khate Ke 

Nam 

150) Kiraya Dookad do 
mah Ka Babat June aur 
July, 1965 dar Rs, 75. 
fee mah. 


958) 50 

465 )77 . Shri Rokara Bahi Rahe 


A. 


1,424) 27 


The postings to relevant accounts appear on the next page. 

The postings to relevant accounts appear as follows: 

Sltfl Leklia Shri Soliui Lai Mohan Lai Ji Kh 

212 )30 Rokar Parma 21> Miti Sawan 
Sudi 5 

Shri Mai Khata 

315) 42 Rokar Patina 21^ Miti 
Sawan Sudi 5 

Shti Lehha Shtl Moheah Chamd Mnaaddl Lai J1 Ka 


Shri Kiraya Khata 


303) 50 Rok8r'Fanna2I, Miti 
Sawan Siidi 5 ■ 

505) Rokar Fanim 21, Miti 
, , Sawan Sudi 5 i 

f 

150), Rokar Fanna 21, NCti- 
Sawan Sudi 5 . 


There is no column for Ledger Folio in the Jlataf" Bahi. When ai; item is posted v‘\ 
from it to the Khata Bahi, a downward tick mark or a zero is made below, the amount of , 
the item to indicate that it has been posted, and the Khata Pama number is given in the ■ 

Pita column. . ' ' ’ - ' 'i.' .a m ‘ > 

To record credit transactions in Ae Rokar Bahh entries are made 6 iib 9 th.'me sidw.. 

For example, if a credit purchase of Rs.200 is made from Haii Shankar, it rwilL bP .eWdred; jj, 
as follows: * 

200) Shri Hari Shankar Ke Jama 200) , V 'i. 

per bag: ' A\7 


Shri Hari Shankar Ke Jama 
200) Wheat 5 bags @ Rs. 40 
per bag. . 




The Khata Bahi. 
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side and the right-hand side of accounts is the Nam (debit) side, while in Ledger Accounts 
the case is just the opposite. 

The act of posting items from the Rohar Bahi or other Bahts is called Khatana, 
while posting items, the amount is written in the Sira column of the side and only the date 
and relevant page number of the Subsidiary Book along with the name of that Subsidiary 
Book in an abbreviated form arc given. A specimen of an account in the Khata is 
given below; 


Stu-1 Lakhii Nalr Brothers Ks, 

1460)4B Rok. Panna 36, Miti 
GhaP Sudi 3 

500) Rok. Panna 38. Miti 
Baitalch Badi 11 
2,160 )48 


1460] 48 Nakal Panna 30, Miti 
Chait Sudi 1 

863} 32 Nakal Panna 32, Miti 
Bahakh Badi B 

2,235) 80 


365) 32 Bakl Lene Rahe 


365 )32 Bakl Lene Rahe 


2,325 )80 


Preparation of Final Accounts and Balance Sheet 

At the end of the financial year, as under the English System, the Final Accounts 
and the Balance Sheet are prepared under the Indian System, too. For this purpose, 
the Kachcha Chittha (Trial Balance) is prepared. Then the Md Khala (Goods Account) 
is prepared. It resembles the Trading Account and shows gross profit which is transferred 
to the Nafa Nuksan Khata ((Profit and Loss Account). All the nominal accounts are also 
transferred to the Nafa Nuksan Khala. Now, the Ntfa Nuksaii Khata reveals the net profit 
or the net loss which is transferred to the Pmji Khata (Capital Accoimt). Finally, the 
Pakka Chittha (Balance Sheet) is prepared which shows the assets on the right-hand side 
and the liabilities on the left-hand side. 

Specimen of Final Accounts and Balance Sheet 

First of all, the Mai Khata, which serves the purpose of Trading Account, 
is prepared. It shows Gross Profit or Gross Loss which is called Munafa Mat Khala or 
Nuksan Mai Khala respectively, 

BhrlMalKIiata 

1,30,605 3.5 ShfiBikriMalKi 8,0.57 20 Shn Rabatiya Pichhle Vanh 

Ka 

9,035 62 ShriRahatiya 90,576 50 MalKharida 

Is Vanhka 620 55 Bhada Kharid Far 

48,385 72 Shrl Munafa Mai Khata 


1,39,640 97 1,39,640 97 


Then Nafa Nuksan Kliata (Profit and Loss Account) is prepared, 
Shti Nafa Nultsan Kliata 

48,303 72 ShriMunnafaMal 12,000 Sbri Tankba Khata 

Khata 6,000 Shti Kimya Khata 

2,562 62 Shrl Batta Khata 
950 Shri Ghigai Khata 
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205 17 Shri Dak Eliarcli Kliata 
312 60 Sbri Stashanari Khata 

1,005 42 Sbri Fhutkar Kharch Khata 

25,349 83 Sbri Muna& Sbri Funji 
Kbata Men Jama Klya 


^8.385 72 48,385 72 


Finally, the Pakka Chittha is prepared, which serves the purpose of the Balance 

Sheet, 


8,216 20 SbriDendari 
Sapliaron Ko 

53,471 83 Sbri Funji Khata 
28,122) Fable Ke 
Baki 

25,349 83 Sbri 

Munafa la 
Varsh Ka 


PaMift Chittha _^_' 

20,000 Sbri Kbayati Khata 

8,550 Sbri Famiebar 

Vagarab Khata' 

9,035 62 Sbri Rahatiya Is Varsh Ka 
18,966 35 Sbri Lendari Grabakon Se 
4,305 68 Sbri Rokara Bank Men 
810 38 Sbri Rokara Dookan Far 


61,688 03 


Nakal Bahi 


61,688 03 


Beddes the Rakar BM and the Kkaia Bahi, which are the books, some concerns 
may also maintain a Xakal Bahi. The J{akal Bahi serves as j^e Purchases Book as well as 
Sales Book. For makmg a regord in the Mahal Bahi, every transaction is split up into its 
debit and credit aspects which are recorded one below the other. In the first column of the 
Mahal Bahi, the amount of the transaction is written, followed in the subsequent column 
by the name of the account and the words which indicate whether the account is debited 
or credited. Underneath this in the second colunui, the amount of the corresponding, 
double aspect of the first entry is tiered. It is followed by the name of the other accoiunt' 
together with the words indicating whether the account in question is debited or credited. 
Full details of the goods bought or sold are given in the book. 

When two or more transactions of the same nature occur on the same day, they are , 
combined into one entry. A specimen of such an entry (without details of goods sold.) 
Is given below. 

, _ Nakal Bahi _ ' 

Sliri Ganerii Ji Sada Saiwi, Sbri Samvat 2022, Miti Saww S«di Satiuday. Twrlbh.Slst ' 
July, 1965. ' i 

1850 SO Sbri Mai Kbatc Ke Jama 
COO 30 s: Jiv * Pi,i'.,.«iKeNam 
O'.'O wO Mrilll'fl.iV 
0 30 Adat Dharmada Bardana '' 

5_ 1 30 2 , 

■' 688 30 ' 

1,162 20 Messn.Hari Bros.'Ke Nam . 

■1150 MalBeoha' ^ 

12 20 AdatDbatmadeBardana 
8 _ 2 _ 2 20 , ' 

1162 20 



1650 50 


I. 
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In big business houses, separate Nakal Bahts are maintained to record credit pur¬ 
chases and credit sales. The J^fakal Bhai io record credit purchases is called the Jama Nakal 
Bahi or Mai Kharid Bahi or Bijak Balii, The JV/jfcal Bahi wliich is used to record credit sale 
is called the JVhm JVflftdl Bahi or Bikri Bahi or Bikri Bahi or Satli Bahi. 

Memorandam Books 

Under the Indian System, certain Memorandum Books arc also maintained 
according to the needs of the business concern. Some of the more important Memorandum 
Books are: 

Htmni Bahi 

A Hundi is just like a bill of exchange. It is used to remit money to far-off places, 
A Hundi Bahi is maintained to keep a record of Handis received by a merchant from his 
debtors. All the details of each Hundi are recorded in this book for future reference. As 
it is a Memorandum Book, it is not posted to Ledger. The financial record of Hundis 
is made in the RokarBalii. When a Hundi is purdiased for remittance to acreditor, an entry 
is made on the Nam side of the Rokar Bahi and is posted to the Nam side of the creditors’ 
account. When a Hundi is received, it is presented for payment. On receipt of payment 
an entry is made on the Jama side of tlvc Rokar Bahi which is posted on the Jama side of the 
debtor’.s account. 

Mal Bahi or Khat Banoih 

In this book, an account is opened for each article in which the concern deals. 
There may be two Mal Bahis—Kachehi Mal Bahi and Pakki Mal Bahi. In the Kachchi Mal Bahi 
purchases and sales of goods arc recorded only in terms of quantity whereas in the Pakki Mal 
Baltic such record is kept both in terms of qimntity an#value of goods bought and sold. 

Jankar Bahi 

In this Memorandum Book a record is kept of goods given to customers on sale 
or return basis. 

Bilti Bahi 

Bilti means a railway receipt. In the Bilti Bahi, the merchant keeps a record of all 
the railway receipts. 

Saudha Bahi 

In tills book, the merchant keeps a record of the details of all the transactions of 
forward sales or purchases of goods. A forward transactions means that a purchase or sale 
is made in the present but the dcjiver;y is to be eflfcctcd at some future date, 

CHTTnir Nakal Bahi '•* • 

As the name indicates this book is maintained to keep a record of correspondence 
for future reference. AIJ l^ttfr;? received and sent nut are copied in this book. 
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Hisab Bahi 

This book is given, to persons who arc sait out to collect debts from customers. 
It contains the copies of accounts of the persons whom they would visit. 

Taoada Bahi 

In this Bahi, the balances due from various local debtors arc written. This book 
is given to the peon who goes roimd to collect payments. When a customer pays the amount, 
the person notes down in his own hand the amount paid. 

Dastkhat Bahi 

Goods are usually delivered by the wholesaler’s servants, called Palledars, at their 
customers’ places of business. In the Dastkhat Bahi, the name of the customer and the 
particulars of goods to be delivered to him are noted. This book is given to the Palledar. 
When the Palledar delivers the goods, he gets the Dasihhat (signature) of the customer who 
receives the goods. This affords proof that the customer has received the goods mentioned 
therein. 



